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& SOLECTRON,

SOLECTRON CORPORATION

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS
To Be Held January 10, 2007

To the Stockhotders of Solectron Corporation:

NOTICE 18 HEREBY GIVEN that the Annual Meeting of Stockholders of Solectron Corporation (the
“Company”), a Delaware corporation, will be held on Wednesday, January 10, 2007, at 8:00 a.m., local time, at the
Company’s principal executive offices, 847 Gibraltar Drive, Building 5, Milpitas, CA 95035, for the following
purposes:

1. To elect nine (9) directors to serve for the ensuing year and until their successors are duly elected and
qualified;

2. To ratify the appointment of KPMG LLP as the independent registered public accounting firm of the
Company for the fiscal year ending August 31, 2007; and

3. To transact such other business as may properly come before the meeting or any adjournment thereof.

The foregoing items of business are more fully described in the Proxy Statement accompanying this Notice.
Only stockholders of record at the close of business on November 17, 2006 are entitied to notice of and to vote at the
meeting and any adjournment thereof.

All stockholders are cordially invited to attend the meeting in person. However, to assure your representation at
the meeting, you are urged to mark, sign and return the enclosed proxy card as promptly as possible in the postage-
paid envelope enclosed for that purpose, or vote via the Internet or by telephone, as instructed on the proxy card.
Any stockholder attending the meeting may vote in person even if he or she has already returned a proxy.

By Order of the Board of Directors,

Tl X

Todd DuChene
Executive Vice President,
General Counsel and Secretary

Milpitas, California
December 4, 2006
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YOUR VOTE IS IMPORTANT

To assure your representation at the Annual Meeting, you are requested either to complete, sign and date the
enclosed proxy as promptly as possible and return it in the enclosed envelope, which requires no postage if mailed in
the United States, or vote via the Internet or by telephone as instructed on the enclosed card.

ELECTRONIC DELIVERY OF FUTURE STOCKHOLDER COMMUNICATIONS

We are pleased to offer you the opportunity to electronically receive future Solectron proxy statements and
annuai reports over the Internet. By using these services, you are not only accessing these materials more quickly
than ever before, but you are also helping the Company reduce printing and postage costs associated with their
distribution as well as helping preserve the earth’s valuable resources.

Our online services are available to our stockholders who have active e-mail accounts and Internet access, To
enroll in the online program: (1) go to htip://'www.solectron.com/investor/stock-enroll.htm, (2) click on “Enroll
Now™ and (3) follow the instructions.

You may also sign up for electronic delivery by following the instructions on the enclosed proxy card and
voting via the Internet at www.proxyvote.com.
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SOLECTRON CORPORATION

PROXY STATEMENT

INFORMATION CONCERNING SOLICITATION AND VOTING

General

The enclosed Proxy is solicited on behalf of Solectron Corporation (the “Company™), for use at the Annual
Meeting of Stockholders to be held on Wednesday, January 10, 2007, at 8:00 a.m., local time, or at any adjournment
or postponement thereof, for the purposes set forth herein and in the accompanying Notice of Annual Meeting of
Stockholders. The Annual Meeting will be held at the Company’s principal executive offices, 847 Gibraltar Drive,
Building 5, Milpitas, CA 95035. The Company’s telephone number is (408) 957-8500 and the Company s website is
www.solectron.com,

These proxy solicitation materials were mailed on or about December 4, 2006 to all stockhoelders of record at
the close of business on November 17, 2006 (the “Record Date™). A copy of the Company’s Annual Report to
Stockhoiders for the fiscal year ended August 25, 2006 (“Fiscal 2006™), which includes our audited financial
statements, was sent to the stockholders prior to or concurrently with this Proxy Statement,

Record Date; Outstanding Shares

Common stockholders of record at the close of business on the Record Date are entitled to notice of and to vote
at the Annual Meeting and any adjournment thereof. At the Record Date, 904,121,603 shares of the Company’s
common stock were issued and outstanding (including 18,154,965 shares of Solectron Global Services Canada, Inc.
which are exchangeable on a cne-to-one basis for the Company’s common stock).

Revocability of Proxies

Any proxy given pursuant to the solicitation may be revoked by the person giving it at any time before it is
voted. Proxies may be revoked by (i) filing a written notice of revocation bearing a later date than the proxy with the
Secretary of the Company at or before the taking of the vote at the Annual Meeting, (ii) duly executing a later dated
proxy relating to the same shares and delivering it to the Secretary of the Company at or before the taking of the vote
at the Annual Meeting or (iii) attending the Annual Meeting and voting in person (although attendance at the Annual
Meeting will not in and of itself constitute a revocation of a proxy).

Voting and Solicitation

On all matters other than the election of directors, each share has one vote. Stockholders are entitled to
cumulate their votes for the election of directors. See “PROPOSAL ONE — ELECTION OF DIRECTORS —
Required Vote.”

The cost of any proxy solicitation will be bornme by the Company. In addition, the Company may reimburse
brokerage firms and other persons representing beneficial owners of shares for expenses incurred in forwarding
solicitation materials to such beneficial owners. Proxies may be solicited by certain of the Company’s directors,
officers and regular employees, without additional compensation, personally or by telephone, telegraph or letter.

Quorum; Abstentions; Broker Non-Votes

The required quorum for the transaction of business at the Annual Meeting is a majority of shares of Common
Stock issued and outstanding on the Record Date. Shares that are voted “FOR,” “AGAINST” or “ABSTAIN" are
treated as being present at the meeting for purposes of establishing a quorum and are also treated as shares entitled to
vole at the Annual Meeting (the “Votes Cast™) with respect to such matter.
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While there is no definitive statutory or case law authority in Delaware as to the proper treatment of
abstentions, the Company believes that abstentions should be counted for purposes of determining both (i) the
presence or absence of a quorum for the transaction of business and (ii) the total number of Votes Cast with respect
to a proposal (other than the election of directors). In the absence of a controlling precedent to the contrary, the
Company intends to treat abstentions in this manner. Accordingly, abstentions will have the same effect as a vote
against the proposal as to which the abstention is made.

In a 1988 Detaware case, Berlin v. Emerald Partners, the Delaware Supreme Court held that, while broker non-
votes should be counted for purposes of determining the presence or absence of a quorum for the transaction of
business, broker non-votes should not be counted for purposes of determining the number of Votes Cast with respect
to the particular proposal on which the broker has expressly not voted. Accordingly, the Company intends to treat
broker non-votes in this manner. Thus, a broker non-vote will not have any effect on the outcome of the votingena

proposal.

Discretionary Voting Authority

The Company has discretionary authority to vote on any matter intended to be brought before the Annual
Meeting if the Company did not receive notice of such matter by the close of business on the tenth (10th) day after
the date of this Proxy Statement, in accordance with the bylaws of the Company.

Deadline for Receipt of Stockholder Proposals for Fiscal 2007

Proposals of eligible stockholders of the Company which are to be presented by such stockholders at the
Company's Annual Meeting for the fiscal year ended August 31, 2007 (“Fiscal 2007} must be received by the
Company no later than August 6, 2007 in order that they may be included in the Proxy Statement and form of proxy
relating to that meeting. Such stockholder proposals should be submitted to Solectron Corporation at 847 Gibraltar
Drive, Milpitas, CA 95035, Attention: Corporate Secretary. '

Under the Company’s bylaws, a proposal that a stockholder does not seek to include in the Company’s proxy
materials for Fiscal 2007 but that may still be properly brought before the Fiscal 2007 annual meeting must be
delivered to or mailed and received by the Secretary of the Company not less than 90 days prior to the meeting;
provided, however, that in the event that less than 100 days notice or prior public disclosure of the date of the
meeting is given or made to stockholders, to be timely, notice by the stockholder must be so received not later than
the close of business on the tenth (10th) day following the day on which such notice of the date of the meeting was
mailed or such public disclosure was made.




BOARD AND CORPORATE GOVERNANCE MATTERS

Board of Directors

The Board of Directors of the Company (the “Board™) has determined that, except for the Chief Executive
Officer, Michaet Cannon, none of the director nominees to be elected to the Board at the Annual Meeting has a
material relationship with the Company and that, except for Mr. Cannon, every director nominee is independent.
These determinations were made pursuant to the Company’s director independence standards, which are identical
to the director independence standards set forth in the listing standards of the New York Stock Exchange (“NYSE”),
as such listing standards may be amended from time to time.

The Board held a total of 4 regular in person meetings, 4 regular telephonic meelings and | special telephonic
meeting during Fiscal 2006. During Fiscal 2006, each director attended more than 75% of the meetings of the Board
and meetings of committees upon which such director served. ‘

The Board encourages all members of the Board to attend the Company’s Annual Meeting of Stockholders. All
of the directors elected at the January 2006 Annual Meeting were in attendance at that meeting.

Board Committees

The Board currently has three standing committees: the Audit Committee, the Nominating and Governance
Committee and the Executive Compensation and Management Resources Committee. The current membership of
each committee, the number of meetings held by each committee in Fiscal 2006 and other descriptive infermation is
summarized below.

Executive
Nominating and Compensation and
Audit Governance Management
Director Committee Committee Resources Committee
William A, Hasler ........ ... ... ... .. . ... ... .. ... Chair X
Michael R. Cannon®*. . ... ... ... ... ... ... ........
Richard A.D’Amore . ......... ... .. iinan.. X X
H. Paulett Eberhart. . . ... ... .. ... .. i, X
Heinz Fridrich . . . .. ... .. .. .. X
William R. Graber .. ... ... ... . .. X ‘
Dr.Paul R.Low ... .. . e X Chair
C.Wesley M. Scott .. ... ... i Chair X
Cyril Yansouni............ ... ... i,
Total Meetings in Fiscal 2006: . ........ ... ......... 14 4 5

* Chief Executive Officer and currently the sole employee director on the Board

Aundit Committee

The Audit Committee assists Board oversight of the Company’s systems of disclosure controls and procedures
and internal controls over financial reporting, is responsible for the appointment and terms of engagement of the
Company’s independent registered accounting firm, reviews and approves the Company’s financial statements, and
coordinates and approves the activities of the Company’s internal and external avditors. The Board has determined
that C. Wesley M. Scott, H. Paulett Eberhart and William R. Graber are “audit committee financial experts™ and all
members of the Audit Committee are “independent” as such terms are defined under the applicable regulations of
the Securities and Exchange Commission {(“SEC”) and the corporate governance rules of the NYSE. The Charter
for the Audit Committee, which has been approved by the Board, is available on the Company’s website at
www.solectron.com/about/gov.shtml. See also “AUDIT COMMITTEE REPORT.”
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Nominating and Governance Committee

The Nominating and Governance Committee is responsible for the development of general criteria regarding
the qualifications and selection of Board members, recommending candidates for election to the Board, recom-
mending director appointments to the various committees of the Board, developing corporate governance guide-
lines and overseeing the overall performance of the Board. All members of the Nominating and Governance
Committee are “independent” as defined under the corporate governance listing standards of the NYSE. The
Charter for the Nominating and Governance Committee, which has been approved by the Board, is available on the
Company’s website at www.solectron.com/about/gov.shtml.

Executive Compensation and Management Resources Committee

The Executive Compensation and Management Resources Committee is responsible for establishing com-
pensation guidelines for the executive officers of the Company, reviewing and recommending all components of the
CEO's remuneration to the independent members of the Board for approval, reviewing and approving executive
bonus plans, providing guidance with respect to other compensation issues, approving stock option grants, CEO and
executive succession planning, and reviewing the performance of the CEQ. All members of the Executive
Compensation and Management Resources Committee are “independent” as defined under the corporate gover-
nance listing standards of the NYSE. The Charter for the Executive Compensation and Management Resources
Committee, which has been approved by the Board, is available on the Company's website at www.solectron.com/
about/gov.shtml. See also “EXECUTIVE COMPENSATION AND MANAGEMENT RESOURCES COMMIT-
TEE REPORT."

Director Compensation

Directors who are not employees of the Company (“Outside Directors™) receive annual base retainers of
$75.000. Additional annual retainers and amounts payable to the Outside Directors is summarized in the following
table:

Base Retainer Additional Retainer Annual Option Grant
(8] {$12) (#)

OQuiside DITECIOr . . .. o it i i e i c s r s 75,000 — 40,000
Chairman of the Board . . ......... ... ... ... — 65,000 —
Audit Committee Chair .. ......... ... ... ... — 20,000 —
Audit Committee Member . .. ...... ... ... — 10,000 —_
Executive Compensation & Management Resources

Committee Chair . ... ... .. e — 13,500 —
Executive Compensation & Management Resources

Committee Member . . . ... ... e, — 6,500 —_
Nominating & Governance Committee Chair . ... ... — 13,500 —
Nominating & Governance Committee Member . . ... — 6,500 —

(1) Outside Directors may make a voluntary election to receive 1/3 of the base retainer in fully vested and taxable
common stock of the Company.

(2) 1f an Qutside Director attends more than 9 Board meetings or committee meetings in a year (the Board and each
committee counted separately), the director will receive $1,000 for each in person and $500 for each telephonic
meeting attended after the 9th meeting.

All retainers are paid annually in advance on March Ist, and the Outside Directors are eligible to receive
reimbursement for expenses incurred in attending Board and committee meetings. Outside Directors (other than
members of the Audit Committee) may also receive consulting fees for special project assignments completed at the
request of Company management. Employee directors are not compensated for their service on the Board or on
committees of the Board.




The Outside Directors may elect to defer some or all of their cash, and any base retainer fees they elect to
receive in the form of Company common stock, under our Executive Deferred Compensation Plan.

Options to purchase shares of the Company’s common stock are granted to Outside Directors under the 2002
Stock Plan (the “Plan™) in accordance with an automatic, non-discretionary grant mechanism. The Plan provides,
with respect to Qutside Directors, for an automatic, non-discretionary grant on December 1 of each year of a
nonstatutory option to purchase 40,000 shares of the Company’s common stock, with an initiai equity grant for new
Qutside Directors to purchase 40,000 shares of the Company’s common stock at the commencement of their service
as an Outside Director, at an exercise price equal to the fair market value on the date of grant. Outside Directors are
also eligible to receive discretionary grants under the Plan. No discretionary grants were made to any of the Outside
Directors in 2006.

Director Nomination Process
Qualifications

The Corporate Governance Guidelines of the Company set forth the basic qualifications for members of the
Board. These guidelines are available on the Company’s website at www.solectron.com/about/gov.shtm!. Director
nominces should possess the highest degree of personal and professional ethics and integrity, relevant business
background and experience, and complimentary expertise in areas of importance to the Company’s business
objectives. In addition, director nominees should be committed to representing the long-term interests of all of the
Company’s stockholders.

Recommendation of Director Nominees

The Nominating and Governance Committee of the Board (the “N&G Committee™) will consider individuals
recommended by the Company’s independent directors, the Company’s CEQ and other executive officers, and
external retained search firms engaged by the N&G Committee. The N&G Committee will also consider potential
director nominees that are properly recommended by the Company’s stockholders in accordance with the procedure
set forth below under the heading **Stockholder Recommendations of Director Nominees.” The N&G Committee
applies the same evaluation process and principles to all director candidates that are properly brought to its
attention, regardless of the source of the recommendation for a candidate.

Identifyving and Evaluating Director Nominees

The N&G Committee periodically assesses the appropriate size of the Board in light of the Company’s
objectives and strategy, and whether any vacancies on the Board are expected due to retirement, an expansion of the
size of the Board, or otherwise. In the event that vacancies are anticipated or otherwise arise, the N&G Committee
will initiate a process for identifying and evaluating director candidates. The N&G Committee typically retains an
external professional search firm to screen, identify and contact potential candidates who meet the qualifications set
forth above and other qualifications or criteria that may be determined by the N&G Committee. In determining
particular search criteria or optimal candidate qualifications, the N&G Committee solicits input from the full Board
and the Company’s executive management, and also takes into account the current membership of the Board with a
view towards identifying opportunities to expand and balance the breadth of the Board’s experience, expertise, and
diversity, As noted above, stockholder nominees that are properly recommended to the N&G Committee, as well as
recommendations from other sources, will also be evaluated for possible consideration. Information pertaining to
poetential candidates is then aggregated and reviewed at regular or special meetings of the N&G Commitiee. The
N&G Committee provides periodic updates to the full Board on the search process.

In the course of its review and evaluation of potential nominees, the N&G Committee obtains and reviews
applicable information regarding the individuals under consideration, conducts in-person and telephonic interviews
and follow-up interviews and solicits input and feedback from the Chairman of the Board, the CEO and the
Executive Vice President, Human Resources, as well as the external professional search firm’s engagement
manager. The professional search firm is charged with ensuring that prospective candidates would be available to
join the Board when needed, and assists the N&G Committee in identifying any potential conflicts of interests or
other disqualifying information about each candidate. The N&G Committee next discusses all of the qualified
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candidate prospects among the committee members and with the CEO and Chairman of the Board. The N&G
Committee will ask the CEO to meet with finalist candidates to the extent that the CEO has not already done so.
Efforts are made by the N&G Committee members to reach a consensus on the candidate or candidates most suited
to fulfill the Company’s selection criteria. In the event that the N&G Committee is unable to reach a consensus, it
will make its determination by majority vote. When a determination is made, the N&G Commiuee formally makes
its recommendation of the director nominee or nominees, as the case may be. to the full Board.

The Board will discuss the N&G Committee’s recommendation and may request any additional information or
interviews as the Board deems necessary. The Board will then decide whether to nominate such candidate or
candidates, as the case may be, in the Company's proxy statement for election by the stockholders at the Company’s
Annual Meeting. In the rare case that a vacancy arises between Annual Meetings, the Board itself may elect a
nominee to fill such vacancy in accordance with the bylaws of the Company.

Stockholder Recommendations of Director Nominees

Any stockholder wishing to recommend a candidate as a nominee for election at the Company’s Annual
Meeting of Stockholders should send a signed letter of recommendation stating the reasons for the recommendation
and containing the full name and address of each proposed candidate as well as a brief biographical history setting
forth pust and present directorships, employment, occupations and civic activities, and any other supporting
information. to be received by the Company at any time prior to the deadline set forth above under the heading
“Deadline for Receipt of Stockholder Proposals for Fiscal 2007." As instructed under that heading, correspondence
should be sent to Solectron Corporation, 847 Gibraltar Drive, Milpitas, California 95035, Attention: Corporate
Secretary.

Any stockholder recommendation should be accompanied by a written statement from the proposed director
candidate consenting to be considered as a candidate and, if nominated, consenting to be named in the proxy
statement and, if elected, consenting to serve as a director.

Stockholder Communications with the Board

Stockholders may communicate with the Board and/or individual Board members by sending correspondence
1o such Board member(s) at the address of the Company's headquarters which may be found at www.solectron.com/
misc/contactus.htm. All such correspondence shall be forwarded to the addressees.

Corporate Governance Principles

Solectron has long upheld a set of basic beliefs to guide our actions. Among those beliefs is the responsibility
to conduct ourselves with the highest standards of ethical behavior when relating to customers, suppliers,
employees, investors and the communities where we work. We believe our corporate governance policies and
practices, some of which are discussed above and summarized below, meet or exceed the standards set forth in
applicable SEC and NY SE rules and regulations currently in effect and we intend to meet or exceed all requirements
of new rules and regulations as they come into effect. '

Independent Directors

+ Except for our CEO, all of our Board members are independent of the Company and ils management as
defined by the SEC and the corporate governance listing standards of the NYSE.

« The non-management directors regularly meet in executive session, without management, as part of the
normal agenda of our Board meetings. William A. Hasler, who is the current Chairman of the Board,
presides over these executive sessions.

Nominating and Governance Committee

« The Nominating and Governance Committee has adopted a charter that meets NYSE corporate governance
listing standards.




Nominating and Governance Committee members all meet the applicable standards for independence as
defined by the corporate governance listing standards of the NYSE,

Executive Compensation and Management Resources Committee

Executive Compensation and Management Resources Committee (“ECMRC™) members all meet the
applicable standards for independence as defined by the corporate governance listing standards of the
NYSE and by the Internal Revenue Service.

The ECMRC has adopted a charter that meets NYSE corporate governance listing standards.
Incentive compensation plans are reviewed and approved by the ECMRC as part of its charter.

The compensation plans for the executive officers of the Company are annually reviewed and approved by
the ECMRC, with the CEQ's compensation subject to further approval by the independent members of the
full Board.

Director compensation guidelines are reviewed annually by the ECMRC. and recommended to the full
Board for approval.

Review of the management succession plan is the responsibility of the ECMRC pursuant to our Corporate
Governance Guidelines.

Audit Committee

The Audit Committee has established policies that are consistent with current corporate governance laws
and regulations for audit committees and auditor independence.

Audit Committee members alt meet the applicable tests for independence from Company management and
requirements for financial literacy as set forth in the regulations of the SEC and the corporate governance
listing standards of the NYSE.

The chair of the Audit Committee is an “audit committee financial expert” as defined in the applicable
tegulations of the SEC. '

KPMG LLP, our independent registered public accounting firm, reports directly to the Audit Committee, and
the Audit Committee has sole authority over the hiring and firing of KPMG LLP, and all audit engagement
fees and terms.

The Audit Committee meels in private session on a regular basis with the head of the Company’s internal
audit function and with KPMG LLP, outside of the presence of Company management.

The Company’s Ethics Office maintains an independent cthics hotline (telephone and email) to enable any
employee, customer or supplier to confidentially and anonymously report questionable activittes to the
Audit Committee. Instructions for accessing the hotline can be found on the Company's website at
www.solectron.com/about/gov.shtml.

Stockholder Approval of Equity Compensation and Stockholder Rights Plans

The Company requires stockholder approval of all Company equity compensation plans and any amend-
ments thereto, including any repricing of options contemplated by the Company, whenever such approval is
necessary under NYSE corporate governance rules.

The Company requires stockholder approval prior to the adoption of any stockholders rights plan, or “poison
pill.” In certain circumstances, the Board may, in the exercise of its fiductary responsibilities, deem it in the
best interests of the Company’s stockholders to implement a rights plan prior to seeking stockholder
approval, in which case the plan would expire if not submitted for stockholder approval within 12 months of
such implementation.
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Corporate Governance Guidelines

« Solectron has adopted a set of Corporate Governance Guidelines that meet NYSE corporate governance
listing standards. including specifications for director qualification and responsibility.

« Continuing education for directors is specified in our Corporate Governance Guidelines as being a
component of the annual agenda for our Board meetings.

Code of Business Conduct and Ethics Guide

« Solectron has adopted a Code of Business Conduct and Ethics Guide that includes a conflict of interest
policy and appties to all directors, officers and employees.

+ New employees are trained in the Code of Business Conduct and Ethics Guide as part of new-employee
orientation, and are required to affirm in Wwriting their acceptance of the Code.

+ Management-level employees are required to annually reaffirm in writing their acceptance of the Code of
Business Conduct and Ethics Guide, and are required to complete annual ethics training and a conflict-of-
interest questionnaire.

« The Code of Business Conduct and Ethics Guide is available on the Company’s website at
www.solectron.com/about/gov.shtml and is available in print to any stockholder who requests it. Such
requests may be made at www.solectron.com/misc/contactus.htm. We intend to satisfy the disclosure
requirement under Item 5.05(c) of Form 8-K regarding certain amendments to, or waivers from, a provision
of this code of ethics by posting such information on our website, at the address and location specified above,
within four business days of such amendment or waiver.

Electronic Industry Code of Conduct

+ We were one of the original drafters of the Electronic Industry Code of Conduct (EICC), which was
developed by a coalition of electronic industry companies including HP, IBM, Dell, Flextronics, Celestica,
Sanmina-SCI and Jabil Circuit.

= The EICC promotes socially responsible business practices with respect to labor, worker health and safety,
environmental protection and ethics.

« Solectron’s adoption of the EICC is a further representation of the Company’s commitment to corporate
social responsibility and ethical business behavior. A copy of the EICC can be found on the Company’s
website at www.solectron.com/about/gov.shtmt.
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PROPOSAL ONE
ELECTION OF DIRECTORS

General

The Company’s Board currently consists of 9 persons. All 9 positions on the Board are to be elected at this
meeting. Unless otherwise instructed, the proxyholders will vote the proxies received by them for the Company’s
nominees named below. In the event that any nominee of the Company is unable or declines to serve as a director at
the time of the Annual Meeting, the proxies will be voted for any nominee who shall be designated by the present
Board to fill the vacancy. In the event additional persons are nominated for election as directors, the proxyholders
intend to vote all proxies received by them in such a manner in accordance with cumulative voting if such directors
are to be elected by cumulative voting, as will ensure the election of as many of the nominees listed below as
possible, and in such event, the specific nominees to be voted for will be determined by the proxyholders. The
Company is not aware of any nominee who will be unable or will decline to serve as a director. The term of office of
each person elected as a director will continue until the next Annual Meeting of Stockholders or until his successor
has been elected and qualified.

Director Nominees

The names of the nominees, and certain information about them, are set forth below.

Director
Name of Nominee Age Principal Occupation Since
William A. Hasler . . .. ............. 64  Chairman of the Board of the 1998
Company; Corporate Director
Michael R.Cannon . . .............. 54 President and Chief Executive Officer 2003
of the Company
Richard A. D’Amore . . . ............ 53  General Partner, North Bridge Venture 1985
Partners
H. Paulett Eberhart . ............... 53  Corporate Director 2005
Heinz Fridrich. .. ................. 73 Corporate Director 1996
William R. Graber. . . .............. 63  Corporate Director 2004
Dr. PaulR. Low .................. 73 President, PRL Associates 1993
C. Wesley M. Scott . ............... 59  Corporate Director 2001
Cyril Yansouni ................... 64  Corporate Director 2004

Except as set forth below, each of the nominees has been engaged in his or her principal occupation set forth
above during the past five (5) years. There is no family relationship between any director or executive officer of the
Company.

Mr. William A. Hasler has served as a director of the Company since May 1998 and as Chairman of the Board
since January 2003. Mr. Hasler previously served as co-chief executive officer and Vice Chairman of Aphton
Corporation, an international biotechnology firm. Prior to joining Aphton, Mr. Hasler was Dean and Department
Chair of the Haas School of Business at the University of California, Berkeley. Mr. Hasler also serves as a director of
Stratex Networks, DiTech Communications Corporation, Genitope Corporation, Technical Olympic USA, Inc.,
Mission West Properties (a REIT) and The Schwab Funds (a mutual fund). In addition, Mr. Hasler is a member of
the Compensation Committee of Genitope Corporation and DiTech Corporation.

Mr. Michael R, Cannon joined the Company in January 2003 as President and CEO and as a member of the
Board of Directors and has more than 25 years of manufacturing and technology experience. Prior to joining the
Company, Mr. Cannon was President, CEO and a director of Maxtor Corporation, a provider of hard disk drives and
storage systems. Previously, Mr. Cannon was with IBM’s Starage Systems Division, where he held several senior
leadership positions, including Vice President of the Personal Storage Systems Division, Vice President of Product
Design and Vice President of Worldwide Manufacturing. Prior to IBM, Mr. Cannon worked at several companies in
the disk drive industry, including Control Data Corporation’s Imprimis Technology spin-off. Mr. Cannon began his
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career at The Boeing Company, where he held engineering and management positions in the Manufacturing
Research and Devetopment Group. Mr. Cannon studied mechanical engineering at Michigan State University and
completed the Advanced Management Program at Harvard Business School. Mr, Cannon also serves as a director of
Adobe Systems Inc. and Seagate Technology, Inc. '

Mpr. Richard A. D'Amore has served as a director of the Company since 1985, Mr. D’ Amore has been a general
partner of North Bridge Venture Partners since 1994. Mr. D’ Amore also serves as a director of Veeco Instruments,
Inc., Phase Forward Incorporated and a number of private companies.

My Heinz Fridrich has served as a director of the Company since April 1996. He has been associated with the
faculty of the University of Florida since 1993 and is now Industry Professor Emeritus. From 1950 to 1993,
Mr. Fridrich held a number of manufacturing and operation management positions with IBM in Europe and the
United States. Mr. Fridrich also serves as a director of Veeco Instruments Inc.

Mpr- William R. Graber has served as a director of the Company since January 2004. From February 2000 until
his retirement in April 2004, Mr. Graber served as Senior Vice President and Chief Financial Officer of McKesson
Corporation, a healthcare services and information technology company. From 1991 to 1999, Mr. Graber was with
Mead Corporation where. prior to becoming Chief Financial Officer. he served as Controller and Treasurer. From
1965 to 1991, Mr. Graber held a wide range of financial management positions at General Electric Company.
Mr. Graber holds a bachelor’s degree in mathematics from Washington State University. Mr. Graber is a member of
the Financial Executives Institute and is a trustee of the Washington State University Foundation. Mr. Graber also
serves as a director of Kaiser Foundation Health Plan and Kaiser Foundation Hospitals and the Mosaic Company.

Dr. Paul R. Low has served as a director of the Company since 1993. He is currently President of PRL
Associates, a position he has held since 1992. Dr. Low worked for IBM from 1957 to 1992. During his tenure at
IBM. Dr. Low held senior management and executive positions with successively increasing responsibility,
including President, General Technology Division and Corporate Vice President; President of General Products
Division; and General Manager, Technology Products business line. Dr. Low also served on IBM’s corporate
management board. Dr. Low also serves as a director of Veeco Instruments, Inc.

Mr. C. Wesley M. Scott has served as a director of the Company since 2001. In May 2001, he was appointed a
director of C-MAC Industries Inc., whose combination with the Company was completed in December 2001. From
February 2000 until March 2001, Mr. Scott was Chief Corporate Officer of BCE Inc. From February 1999 until
January 2000, Mr. Scott was Vice Chairman of Bell Canada. From July 1995 until January 1999, Mr. Scott was
Executive Vice President (Corporate} and, from April 1997 unti! January 1999, also Chief Financial Officer, of
Norte! Networks. Mr. Scott also serves as a director of CGI Group Inc. and certain subsidiary companies of Aviva

ple.

Ms. H. Paulett Eberfiart has served as a director of the Company since January 2005. Until her retirement in
March 2004, she served as President, Americas at EDS. An employee of EDS since 1978, Ms. Eberhart previously
served in a number of senior executive roles, including Senior Vice President and President, Solutions Consulting;
member, EDS Executive Operations Team and Investment Committee, Senior Vice President, Information
Solutions, U.S.; and Senior Vice President, Finance. Ms. Eberhart holds a bachelor of science degree from
Bowling Green State University. Ms. Eberhart previously served on the board of directors of AT Kearney, a
subsidiary of EDS, and as the chair of the political action committee at EDS. Ms. Eberhart is a member of the
Financial Executives Institute and American Institute of Certified Public Accountants, and currently serves as a
director of Advanced Micro Devices, Inc. and Anadarko Petroleum Corporation.

Mr. Cyril Yansouni has served as a director of the Company since January 2004. From 1991 to 2003,
Mr. Yansouni was the Chairman of the Board of Directors of Read-Rite Corporation, a supplier of magnetic
recording heads for data storage drives, and served as both Chairman of the Board and Chief Executive Officer from
1991 to 2000. From 1988 to 1991, Mr. Yansouni was with Unisys Corporation, a manufacturer of computer systems,
where he served in various senior management positions, most recently as an Executive Vice President. From 1986
to 1988. Mr. Yansouni was President of Convergent Technologies, a manufacturer of computer systems which was
acquired by Unisys Corporation in December 1988. From 1967 to 1986, Mr. Yansouni served in a variety of
technical and management positions at Hewlett-Packard Company, most recently as Vice President and General
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Manager of the Personal Computer Group. Mr. Yansouni received his M.S. degree in electrical engineering from
Stanford University and his B.S. degree in electrical engineering and mechanical engineering from the University of
Louvain, Belgium. Mr. Yansouni also serves as a director of Tektronix Inc.

Required Vote

Fach stockholder voting in the election of directors is entitled to cumulate such stockholder’s votes. Each
stockholder who elects to cumulate votes shall be entitled to as many votes as equals the number of directors to be
elected multiplied by the number of shares held by such stockholder, and the stockholder may cast all such votes for
a single director or distribute such votes among as many candidates as the stockholder may see fit. However, no
stockholder shall be entitled to cumulate votes unless the candidate’s name has been placed in nomination prior to
the voting and the stockholder, or any other stockholder, has given notice at the meeting to the Company’s Secretary
prior to the voting of the intention to cumulate the votes. The 9 nominees receiving the highest number of
affirmative votes of the shares entitled to be voted for them shall be elected as directors. Votes withheld from any
director are counted for purposes of determining the presence or absence of a quorum for the transaction of business,
but have no other legal effect under Delaware law. Abstentions and shares held by brokers that are present but not
voted, because the brokers were prohibited from exercising discretionary authority (“Broker Non-Votes™), will be
counted as present for purposes of determining the presence or absence of a quorum.

THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS THAT THE STOCKHOLDERS
VOTE “FOR” THE NOMINEES LISTED ABOVE.
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PROPOSAL TWO

RATIFICATION OF APPOINTMENT OF INDEPENDENT
REGISTERED PUBLIC ACCOUNTING FIRM

The Audit Committee of the Board of Directors has appointed KPMG LLP, an independent registered public
accounting firm, to audit the financial statements of the Company for Fiscal 2007. KPMG LLP has audited the
Company's financial statements since the Company's 1985 fiscal year. Representatives of KPMG are expected 10 be
present at the Annual Meeting with the opportunity to make a statement if they desire to do so, and are expected to
be available to respond to appropriate questions. The affirmative vote of the holders of a majority of the shares
present in person or represented by proxy and entitled to vote at the meeting is required to ratify the appointment of
KPMG.

Fees and Services

The following table sets forth the fees for audit and other services provided by KPMG to the Company for
Fiscal 2006 and Fiscal 2005:

. Fiscal 2006 Fiscal 2005
AUGI FBS . . it e e e $11,369,000  $13,072,000
Audit-related fees. . . ... e 56,000 26,000
8 BV (= = TS 955,000 1,349,000
Total . ..ot $12.380,000  $14,447,000

Audit fees represent fees for the audit of the Company’s consolidated financial statements included in the
Company's annual report on Form 10-K, review of financial statements included in the Company’s quarterly reports
on Form 10-Q, services normally provided in connection with statutory audits of certain of the Company’s foreign
subsidiaries and services normally provided in connection with regulatory filings made during the fiscal year. The
audit fees also reflect the required audit of management’s assessment of the effectiveness of the Company’s internal
control over financial reporting pursuant to the Sarbanes-Oxley Act of 2002 and the KPMG independent audit of the
Company’s internal control over financial reporting.

The audit-related fees for Fiscal 2006 primarily represent fees for employee benefit plan audits, required
certifications and VAT audits for certain of the Company’s foreign locations. The audit-related fees for Fiscal 2005
primarity represent fees for employee plan audits for certain of the Company’s foreign locations.

Tax fees represent fees for the preparation and review of the Company’s income tax returns, and general tax
planning and advice for the Company. For Fiscal 2006, fees for the preparation and review of income tax returns
were $608.000 and fees for tax planning and advice were $347,000. For Fiscal 2005, fees for the preparation and
review of income tax returns were $280,000 and fees for tax planning and advice were $1,069,000.

Audit Committee Pre-Approval of Audit and Non-Audit Services

The Audit Committee pre-approves all audit and audit-retated services and all non-audit services that the
Company’s independent registered public accounting firm is permitted to perform for the Company under
applicable laws and regulations. The Audit Committee’s pre-approval policy provides for both specific pre-
approval on a case-by-case basis of individual engagements of the independent registered public accounting firm
and general pre-approval of certain categories of engagements up 10 predetermined dollar thresholds. Specific pre-
approval is mandatory for the annual financial statement audit engagement. among others. The Audit Committee
has also delegated pre-approval authority to the Chair of the Audit Committee. All services and fees authorized
under the general pre-approval policy or by the Chair, as the case may be. are reported to the full Audit Committee
for ratification at the Committee’s next regular meeting.

THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS THAT THE STOCKHOLDERS
VOTE “FOR” RATIFICATION OF THE APPOINTMENT OF KPMG LLP AS THE COMPANY’S
INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM.
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SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The following table sets forth information as of November 17, 2006 relating to the beneficial ownership of the
Company’s Common Stock or shares exchangeable into the Company’s Common Stock by (i) each person known
by the Company to be the beneficial owner of more than five percent (5%) of the outstanding shares of Common
Stock, (i1} each director (or nominee), (iii) each of the current executive officers named in the Summary
Compensation Table. and (iv) all directors and executive officers as a group.

Name

Entities associated with AXA . ... ... .. .......

25 Avenue Matignon
75008 Paris, France

Entities associated with FMR Corp. . ........ ..

82 Devonshire St.
Boston, MA 02109

Entities associated with Capital Research and

Management Company ... ................

333 South Hope Street, 55th Floor
Los Angeles, CA 90071

Entities associated with TCW Group, Inc.. . ... ..

863 South Figueroa Street
Los Angeles, California 90017

Douglas Britt. . ..........................
Michael R.Cannon ... ... ... ... ... .....
CraigLlondon. ...........................
David Purvis .. ... ... ... ... ...........

Warren Ligan(8). . ... ......... ... .........
Dr.Paul R.Low. ... ... ... ..............
C. WesleyM. Scott .......................
William A. Hasler . ......... ... ..........
H. Paulett Eberhart. . ... .. ....... .. ........
Heinz Fridrich . ..... ..., ... ...........

Cyril Yansouni........ e e

All directors and executive officers as a group

(I8personsy .. ............ ... ... .......

* Less than one percent (1%).

Approximate
Percentage of
Number of Outstanding
Shares Right to Shares
Owned(1) Acquire(2) Total {%)3)
126,448,194 —  126,448,194(4) 14.0
103,958,332 —  103.958,332(5) 11.5
53,183,800 — 53.183,800(6) 59
52,905,159 — 52,905,159(7) 59
290,602 459,033 749.635 *
1,625.480 5,150,000 6,775,480 *
460,750 737916 1,198,666 *
553,500 510,000 1,063,500 *
295.000 96,000 391.000 *
126,186 579,412 705,598 *
87.000 96.000 183,000 *
48,645 118,550 167,195 *
18,363 96,000 114,363 *
6,363 60,000 66,363 *
13,363 96,000 109,363 *
31,363 80,000 111,363 *
13,288 80,000 93,288 *
5,121,144 9,402,049 14,523,193 1.6

(1) Beneficial ownership is determined in accordance with the rules of the SEC and generally includes voting or

investment power with respect to the securities.

(2) Shares that may be acquired through stock option exercises up to 60 days after November 17, 2006.

(3) Caleulation based on 904,121,603 outstanding shares as of November 17, 2006.

(4) Reflects shares held as of September 30, 2006 pursuant to a Form 13F filed by AXA on November 14, 2006.
(5} Reflects shares held as of September 30, 2006 pursuant to a Form 13F filed by FMR Corp. on November 13,

2006.

{(6) Reflects shares held as of September 30, 2006 pursvant to a Form 13F filed by Capital Research and

Management Company on November 14, 2006.

13




(7) Reflects shares held as of September 30, 2006 pursuant to a Form I3F filed by TCW Group, Inc. on
November 7,2006.

(8) Mr. Ligan served as Interim Chief Financial Officer from September 2005 to January 2006, at which time Paul
Tufano joined the Company as Executive Vice President and Chief Financial Officer.

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Exchange Act and regulations of the SEC thereunder require the Company’s executive
officers and directors, and persons who own more than 10% of a registered class of the Company’s equity securities,
to file reports of initial ownership and changes in ownership with the SEC. Based solely on its review of copies of
such forms received by the Company, the Company believes that, during Fiscal 2006, the Section 16(a) filing
requirements applicable to its executive officers, directors and 10% stockholders were complied with.

Certain Relationships and Related Transactions

The Company has previously entered into indemnification agreements with its executive officers, directors and
certain key employees containing provisions which are in some respects broader than the specific indemnification
provisions contained in the Delaware General Corporation Law. These agreements provide, among other things, for
indemnification of the executive officers, directors and certain key employees in proceedings brought by third
parties and in stockholder derivative suits. Each agreement also provides for advancement of expenses to the
indemnified party. See also descriptions of arrangements between the Company and certain current executive
officers as set forth below under “EXECUTIVE OFFICER COMPENSATION — Employment and Separation
Agreements”,
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EXECUTIVE OFFICER COMPENSATION

Summary Compensation Table

The following table shows, as to the Chief Executive Officer and each of the five other most highly

compensated executive officers, information concerning compensation for services to the Company in all capacities
for the fiscal years presented.

(M

2

Long Term
Compensation(2)
Annual Compensation(1) Restricted All Other
Fiscal Salary Bonus Stock Options Compensation

Name and Principal Positien Year 5 $) $ #) ($)3)
Michael R, Cannon . .. ........ 2006 1,000,000 600,000 2,737,500 -— 41,855
President and 2005 989,904 593,943 — — 17,304
Chief Executive Officer 2004 925,002 2,769,360 309,000 630,000 39,168
Douglas Britt . ... .. e 2006 372,019 200,000 1,166,140 — 28,913
Executive Vice President, 2005 309,135 92,740 — 200,000 17,546
Sales and Account 2004 — — — — —
Warren Ligan(4} .. ........... 2006 312,000 349,092 455,130 — 24,934
Senior Vice President and 2005 310,385 170,936 130,755 103,500 16,717
Chief Accounting Officer 2004 285,000 305,438 91,350 372,600 19,162
Craiglondon . .............. 2006 420,000 151,200 1,504,440 — 27,204
Executive Vice President, 2005 420,000 151,200 — — 20,125
Global Service 2004 397,658 380,460 152,700 ) 190,000 23,141
Marc Onetto(3) . .. ........... 2006 560,493 — 1,862,640 _— 25,380
Executive Vice President, 2005 620,769 186,231 — — 80,290
Operation 2004 600,000 563,013 229,050 260,000 30,440
David Purvis. . .............. 2006 420,000 151,200 1,504,440 — 20,222
Executive Vice President and 2005 420,000 254,908 — — 75,484
-Chief Technical Office 2004 208 846 355,846 1,554,300 510,000 210,491

Perquisites-are not included since the aggregate amount is less than the lesser of $50,000 or 10% of salary and
bonus, in accordance with regulations promulgated by the SEC; therefore, the Other Annual Compensation has
not been included in this table, Bonus compensation reported for fiscal years 2006, 2005, and 2004 was carned
in that fiscal year, but may have been paid in the subsequent fiscal year or placed all or in part into the
Company’s Executive Deferred Compensation Plan.

The Company does not have any Long-Term Incentive Plans (LTIP) as that term is defined in regulations
promulgated by the SEC. While the Company acknowledges that it may, under applicable SEC regulations,
report restricted stock awards as LTIP awards, it has elected not to do so.

The Company issues discounted stock options with an exercise price of $0.001 per share under its 2002 Stock
Plan, and such discounted options are deemed exercised and become shares of resiricted stock on the date of
grant, Fiscal 2006 restricted stock values are based on the closing market share price for Company common
stock on (i) September 6, 2005, grant date for Messrs. Britt, London, Onetto and Purvis; (i) September 16,
2005, the grant date for Mr. Ligan; and (iii) November 22, 2005, the grant date for Mr. Cannon. As of August 25,
2006, based on the closing market price for Company common stock on such date: (i) Mr. Cannon held an
aggregate of 1,611,181 shares of restricted stock with a value of $4,994,661; (ii) Mr. Britt held an aggregate of
303,000 shares of restricted stock with a value of $939,300; (iii) Mr. Ligan held an aggregate of 155,000 shares
of restricted stock with a value of $480,500; (iv) Mr. Londen held an aggregate of 508,000 shares of restricted
stock with a value of $1,574,800; (v) Mr. Onetto held an aggregate of 620,930 shares of restricted stock (which
continue to vest until December 2006 pursuant to the terms of Mr. Onetto’s Consulting Agreement and General
Release) with a value of $1,924,883; and (vi) Mr. Purvis held an aggregate of 648,000 shares of restricted stock
with a value of $2,008,800.
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(3

4)

&)

Each of the Fiscal 2006 discounted option grants to Messrs. Britt, Ligan, London, Onetto and Purvis vest
according to the following schedule: 25% of the shares granted vest on each of the first and second anniversary
of the grant date, and 50% of the shares vest on the third anniversary of the grant date. With regards to the grant
to Mr. Cannon, the initial vesting terms were as follows: (i) % of the shares will vest in a fiscal year upon
attainment of certain Solectron performance targets established by the Board for that fiscal year, (ii) non-
attainment of the Board established targets in two consecutive fiscal years will result in Mr. Cannon forfeiting
Vi of the shares: and (iii) thereafter, ¥4 of the shares will be forfeited for each year of non-attainment.
Subsequent to Fiscal 2006, on October 11, 2006, the Board approved an amendment to the vesting provisions of
Mr. Cannon's grant whereby the granted shares will fully vest on the three-year anniversary of the November 22,
2005 grant date and will no longer be subject to any forfeiture for non-attainment of performance targets. The
restricted stock is entitled to dividends (if paid by the Company, as determined by the Board).

Amounts primarily include the Company’s contributions to a 401(k) plan, premiums under executive group
term life and disability insurance policies and car allowances.

As previously disclosed, Mr. Onetto was granted an $800,000 credit in the Company’s Executive Deferred
Compensation Plan in fiscal year 2003 pursuant to the terms of his original employment agreement. In Fiscal
2006, this principal vested upon his termination of employment with the Company and Mr. Onetto received a
distribution of $946.,291, which is inclusive of principal and associated investment returns under the plan.

Mr. Ligan served as Interim Chief Financial Officer from September 2005 to January 2006, at which time Paul
Tufano joined the Company as Executive Vice President and Chief Financial Officer.

Mr. Onetto resigned as Executive Vice President, Operations in May 2006,

Stock Option Grants and Exercises

The following tables set forth, for the executive officers named in the Summary Compensation Table, the stock

options granted under the Company's stock option plans and the options exercised by such executive officers during
Fiscal 2006.

Stock Option Grants in Fiscal 2006*

%

Potential Realizable

Individual Grants Value at Assumed
Percent of Arlnuni‘ Rat.es of
Total Options Stock Price

Appreciation for

Granted to Exerclse or won T
Options Employees in Base Price Expiration __Option Term
Name Granted (#) Fiscal Year ($/Share) Date 5% ($) 10% (3)

Michael R. Cannon . . ......... — — — _— — —
Douglas Britt . . .............. — — — —_ — —
Warren Ligan. .. ............. — — — —_ — —
Craig London. . .............. — _ — — — —_
Marc Onetto . ............... — — — — — _
David Purvis ... ....... ... ... — — — — — —

See footnote 2 to the Summary Compensation Table regarding issuance and deemed exercise of discounted
stock options,
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Aggregated Option Exercises in Fiscal 2006 and Year-End Values*

Total Number of Unexercised Value of Unexercised,
Shares Options Held at In-the-Money Options Held
Acquired on Value Fiscal Year End (#) at Fiscal Year End ($)
Name Exercise (#) Realized ($) Exercisable Unexercisable Exercisable Unexercisable
Michael R. Cannon . .. — — 4,681,250 468,750 —_ —
Douglas Britt. ....... — — 442,032 133,668 ~— —
Warren Ligan........ — — 567,193 76,907 — —
Craig London. .. ..... — — 696,250 93,750 — —
Marc Onetto. . . ...... — — 1,526,666 333,334 — —
David Purvis ........ — — 510,000 — — —

*  See footnote 2 to the Summary Compensation Table regarding issvance and deemed exercise of discounted
stock options,

Equity Compensation Plan Information

The following table provides information as of August 25, 2006 about our common stock that may be issued
upon the exercise of options granted to employees, consultants or members of our Board of Directors under all of
our existing equity compensation plans, including the 1992 and 2002 Stock Plans, and the 2003 Employee Stock
Purchase Plan (ESPP), each as amended, as well as options assumed in acquisitions. See “BOARD AND
CORPORATE GOVERNANCE MATTERS — Director Compensation” for a description of the automatic,
non-discretionary stock option grant mechanism for Outside Directors under the 2002 Siock Plan.

Number of Shares
to be Issued upon Weighted Average Number of Shares
Exercise of Exercise Price of Remaining
Outstanding Qutstanding Available for
Plan Category Options (#) Options ($) Future Issuance (#)
(Shares in millions)
Equity compensation plans approved by
security holders. . .. ................ 40.4(1) $9.66 52(2)
Equity compensation plans not approved by
security holders. . ... ... ... .. ... 4.6(3) 4.04 —

Total ... e 5.0 $9.09 52

(1) Amount includes 1.3 million shares underlying options assumed by Solectron that were originally granted
under plans established by various companies acquired by Solectron, Such options have an aggregate weighted
average exercise price of $13.42. No grants are made under any plans assumed by Solectron.

(2) Shares remaining available for future issuance are under the Company’s 2002 Stock Plan. Amount includes
9.4 million shares of Company common stock reserved under the Company’s 2003 ESPP for future issuance.

(3) Amount is comprised of Michael R. Cannon’s stand-alone stock option agreement for 3,750,000 shares and
Marc Onetto’s stand-alone stock option agreement for 850,000 shares. Such agreements were entered into in
connection with the employment of Messrs. Cannon and Onetto, and therefore did not require stockholder
approval under the applicable NYSE rules. The terms and provisions in these stand-alone agreements are
substantially similar to the stock option agreements under the Company’s 2002 Stock Plan, with the exception
that (i) Mr. Cannon’s options are subject to partial acceleration of vesting upon termination without cause,
resignation for good reason, or termination due to death or disability prior to, or afier 12 months following, a
change of control of the Company, or full acceleration of vesting if such termination or resignation occurs
within 12 months following a change of control, and (ii) Mr. Onetto’s options are subject to full acceleration of
vesting upon a change of control. Although Mr. Onetio’s employment relationship with the Company
terminated in June 2006, his options continue to vest through December 2006 under the terms of his Consulting
Agreement and General Release.
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Employment and Separation Agreements

On January 30, 2006, the Company entered into an executive Employment Agreement with Paul Tufano,
Executive Vice President and Chief Financial Officer of the Company. The Employment Agreement provides for:
(i) an annual base salary of $625,001, subject to review and adjustments; (i) participation in an executive bonus
plan, on terms and conditions determined by the Exccutive Compensation and Management Resources Committee
(the “ECMRC™); (iii) options to purchase Solectron common stock at the ECMRC’s discretion; (iv} severance
benefits if the Company terminates the executive without cause or the executive resigns for good reason prior to a
change of control or after 12 months following a change of control, including (1) continuing payments of then
applicable salary and target bonus for the year of termination for a period of 12 months plus one additional month
for every full year of employment (not to exceed 24 months), (2) medical and other benefits coverage for the same
12-24 month period and (3) 100% acceleration of certain outstanding and unvested shares of restricted stock; and
(v) severance benefits if, within 12 months following a change of control, the executive is terminated without cause
or resigns for good reason, including (1) 24 months of payments of average base salary rate and average annual
target bonus over the lesser of the 2 year period prior to such termination or executive’s actual term of employment,
(2) 100% acceleration of all then outstanding options and shares of restricted stock, and (3) medical and other
benefits coverage for 36 months.

On June 7, 2006, pursuant to the terms of his employment agreement and in connection with the termination of
the employment relationship between the Company and Marc Onetto, Mr. Onetto entered into a Consulting
Agreement and General Release (the “Agreement”™) with Solectron. Reference is made to Mr. Onetto’s original
employment agreement (the “Employment Agreement™) which was filed as an exhibit to the Company’s Form 10-K
filed on November 14, 2003, and was amended on April 6, 2005 as disclosed on a Report on Form 8-K filed on
April 12, 2005,

Pursuant to the Agreement, Mr. Onetto continued to serve as a full time employee (but not as an officer) of
Solectron until June 23, 2006 (the “Transition Date™). Thereafter, Mr. Onetto is to serve as a consultant to the
Company for six months (the “Consulting Term”). During the Consuliing Term, Solectron will pay Mr. Onetto
aggregate consulting fees equal to one-half (%) of the sum of Mr. Onetto’s annual Base Salary and Target Bonus
(each as defined in the Employment Agreement), each at the level in effect on the Transition Date. Mr. Onetto’s
outstanding stock options and other equity awards will continue to vest during the Consulting Term in accordance
with the applicable vesting schedule(s), and Mr. Onetto will receive Company-paid coverage for himself and his
eligible dependents under the Company’s benefits plans during the Consulting Term. In consideration for the
release of claims and conditioned upon Mr. Onetto’s compliance with all conditions and covenants contained in the
Agreement, including provisions regarding confidentiality, non-disparagement, non-competition and non-solici-
tation, Mr. Onetto is entitled to receive the following severance benefits in accordance with the terms of his
Employment Agreement (capitalized terms, unless otherwise set forth herein, as defined in the Employment
Agreement): (i) vesting and payout of the Deferred Compensation Payment; (ii} full vesting of the Restricted Stock;
(iii) release of any repayment obligation with regards to the Signing Bonus; (iv) a lump sum payment at the end of
the Consulting Term equal to one times Mr. Onetto’s annual Base Salary and Target Bonus, each at the level in effect
on the Transition Date; and (v} Company-paid coverage for himself and his eligible dependents under the
Company’s benefits plans for 12 months following the end of the Consulting Term.
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EXECUTIVE COMPENSATION AND
MANAGEMENT RESOURCES COMMITTEE REPORT

Introduction

The Executive Compensation and Management Resources Committee (the “ECMRC") of the Board consists
of Richard A. D’Amore, William A. Hasler, Dr. Paul R. Low and Cyril Yansouni, with Dr. Low serving as
Chairman. Each member of the ECMRC is a non-employee director of the Company and is “independent” within
the meaning of currently applicable NYSE corporate governance listing standards. The ECMRC is responsible for
reviewing and approving all aspects of compensation paid to the Company’s executive officers reporting to the
Chief Executive Officer. The ECMRC reviews and recommends all components of the Chief Executive Officers’
remuneration to the independent members of the Board for approval. The ECMRC meets at the beginning of each
fiscal year to establish target base compensation levels for the Company’s executive officers for the following fiscal
year and to approve bonuses for the previous fiscal year. The ECMRC engages an independent executive
compensation consultant to provide information on market data and competitive practices.

Compensation Philosophy

The Company’s primary objectives with respect to executive compensation are to attract and retain the best
possible executive talent and provide sufficient incentive to maximize the achievement of the Company’s business
objectives, while strengthening the tie between management and stockholders. In order to provide incentive to
executive officers, the Company pays a significant percentage of the executives’ total compensation by means of
variable performance-based cash incentives and equity awards as the long-term incentive component. Determi-
nation of each component of variable compensation is based on an assessment of a combination of metrics and
individual performance. The amount of incentive compensation for each person in Fiscal 2006 has been determined
on the basis of several indicators of corporate performance as outlined below.

Compensation Components
The following are the key components of the Company’s executive officer compensation:

Base Compensation. The ECMRC establishes base salaries for executive officers based on its review of base
salaries of executive officers in companies of comparable size and in similar industries. A majority of the companies
used by the ECMRC in its review of salaries of other companies are a part of the Goldman Sachs Technology
Index™ used in the “Stock Performance Graph™ set forth in this proxy statement. Generally, the ECMRC believes
that executive base salaries for executives should be established at the median of the range of salaries for executives
in similar positions and with similar responsibilities at comparable companies. Consistent with the criteria set forth
above and his employment agreement, Mr. Cannon’s base salary was set at $1,000,000.

Bonuses.  Pursuant to the Company's One Solectron Incentive Compensation Plan approved by Solectron’s
stockhotders at the 2002 Annual Meeting of Stockholders, annual cash bonuses are payable to the extent that annual
Solectron and individual business performance objectives specified by the ECMRC are obtained. Company and
individual performance objectives may be based on a variety of metrics and factors, including Revenue, Cash to
Cash, Profit Before Interest and Taxes, individual objectives and other financial and operational metrics that are
indicative of stockholder value creation. For Fiscal 2006, corporute performance measures were based on Revenue,
Cash to Cash and Profit Before Interest and Taxes. as set forth in the Company's Annual Operating Plan established
by the Board and communicated by the ECMRC to bonus plan participants prior to the end of Fiscal 2005.
Individual performance was measured based on goals related to each person’s function within the organization.
Based on the Company’s performance, the ECMRC recommended to the Board that Mr. Cannon be awarded a
bonus of $600.000 for Fiscal 2006, and the Board accepted the recommendation,

Long-Term Incentive Compensation. The ECMRC believes that long-term performance is achieved through
an ownership culture that encourages long-term performance by executive officers and employees through the use
of stock-based incentives. The Solectron 2002 Stock Plan provides for long-term incentive compensation for
employees of the Company, including executive officers through the use of stock-based grants of both fair market
value and discounted stock options. During Fiscal 2006. the ECMRC approved discounted option grants for
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Solectron stock to each of the direct reports to the CEO to vest over the ensuing three years from the date of grant at
the rate of 25% for each of the first two years and 50% at the end of the third year. With respect to the CEO, the
ECMRC recommended to the independent members of the Board that Mr. Cannon receive a performance-based
discounted option grant for 750,000 shares of Solectron stock. The initial vesting terms for Mr. Cannon’s grant were
as follows: (i) ¥ of the shares would vest in a fiscal year upon attainment of certain Solectron performance targets
established by the Board for that fiscal year; (ii) non-attainment of the Board established targets in two consecutive
fiscal years would result in Mr. Cannon forfeiting % of the shares; and (ii) thereafter, ¥4 of the shares would be
forfeited for each year of non-attainment. Subsequent to Fiscal 2006, on Qctober 11, 2006, the Board approved an
amendment to the vesting provisions of Mr. Cannon’s grant whereby the granted shares will fully vest on the three-
year anniversary of the November 22, 2005 grant date and will no longer be subject to any forfeiture for non-
attainment of performance targets.

Policy Regarding Tax Deduction for Compensation Under Internal Revenue Code Section 162(m)

Section 162(m) of the Internal Revenue Code (“IRC”) limits the Company’s tax deduction to $1 million for
compensation paid to certain executive officers named in the proxy statement unless the compensation is
performance based. Bonus payments made pursuant to the One Solectron Incentive Compensation Plan for Fiscal
2006 met the performance criteria of IRC Section 162(m). The ECMRC’s present intention is to comply with the
requirements of IRC Section 162(m), unless the ECMRC determines that it is in the interests of the Company to do
otherwise.

Executive Compensation and Management Resources Committee Interlocks and Insider Participation

All members of the ECMRC meet the standards for independence from the Company as set forth in the
currently applicable NYSE corporate governance listing standards. The members of the ECMRC have never been
executive officers of the Company.

Members of the Executive Compensation and Management Resources Committee

Dr. Paul R, Low, Chairman
Richard A. D’ Amore
William A. Hasler

Cyril Yansouni




STOCK PERFORMANCE GRAPH

The following graph compares the cumulative total stockholder return on the Company’s Common Stock with
the cumulative total return on the S&P 500 Index and the Goldman Sachs Technology Index™ for the five fiscal
years commencing August 31, 2001 and ending August 31, 2006, assuming an investment of $100 and the

reinvestment of any dividends.

The comparisons in the graph below are based upon historical data and are not indicative of, nor intended to
forecast, future performance of the Company’s Common Stock.
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The information contained in the Stock Performance Graph section shall not be deemed to be “soliciting material”
or “filed” or incorporated by reference in future filings with the SEC, or subject to the liabilities of Section 18 of the
Securities Exchange Act of 1934, as amended (the “Exchange Act”), except 1o the extent that the Company
specifically incorporates it by reference into a document filed under the Securities Act of 1933, as amended, or the

Exchange Act.
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AUDIT COMMITTEE REPORT

The Audit Committee assists Board oversight of the Company’s systems of disclosure controls and procedures
and internal controls over financial reporting, is responsible for the appointment and terms of engagement of the
Company’s independent registered public accounting firm. coordinates and approves the activities of the
Company'’s internal auditors and independent registered public accounting firm, and reviews and approves the
Company’s financial statements. The Committee reviews with management, the independent registered public
accounting firm, and the internal auditor management’s assessment of the effectiveness of the Company’s internal
control over financial reporting and the independent registered public accounting firm’s opinion about manage-
ment’s assessment of the effectiveness of the Company’s internal control over financial reporting.

The Audit Committee operates under a duly adopted charter which is reviewed on an annual basis and is
available on the Company’s website at www.solectron.com/about/gov.shtml. The Audit Committee met a total of
14 times in Fiscal 2006 and has determined that it fulfilled the duties and responsibilities set forth in the charter.

The Board has determined in its annual review that all members of the Audit Committee are “independent” as
such term is defined under the applicable regulations of the SEC and the corporate governance rules of the NYSE. In
addition, the Board has determined that each of C. Wesley M. Scott, H. Paulett Eberhart and William R. Graber is an
“audit committee financial expert” as defined by applicable SEC rules.

The Audit Committee relies on the expertise and knowledge of Company management, the internal auditors
and the Company’s independent registered public accounting firm in carrying out its oversight responsibilities.
Management is responsible for the preparation, presentation, and integrity of the Company’s consolidated financial
statements, accounting and financial reporting principles, internal control over financial reporiing, and procedures
designed to ensure compliance with accounting standards, applicable laws, and regulations. Management is
responsible for objectively reviewing and evaluating the adequacy, effectiveness, and quality of the Company's
system of internal control. The Company’s independent registered public accounting firm, KPMG LLP, is
responsible for performing an independent audit of the consolidated financial statements and expressing an
opinion on the conformity of those financial statements with accounting principles generally accepted in the United
States. KPMG is also responsible for expressing opinions on management’s assessment of the effectiveness of the
Company’s internal control over financial reporting and on the effectiveness of the Company’s internal control over
financial reporting.

The Audit Committee is responsible for recommending to the Board that the Company’s financial statemenis
be included in its Annual Report on Form 10-K. The Committee took a number of steps in making this
recommendation for Fiscal 2006. First, the Audit Committee discussed with KPMG those matters KPMG is
required to communicate to and discuss with the Audit Committee by Statement on Auditing Standards Board
Standard No. 61, as amended (“Communication with Audit Committees”), including information concerning the
scope and results of the audit. Second, the Audit Committee discussed KPMG’s independence with KPMG and
received a letter from KPMG regarding its independence as required by the Independence Standards Board
Standard No. 1, as amended (“Independence Discussions with Audit Committees™). Finally, the Audit Committee
reviewed and discussed with Company management and KPMG, Solectron’s audited consolidated balance sheets at
August 31, 2006 and 2003, and the related consolidated statements of operations, stockholders’ equity, compre-
hensive income (loss) and cash flows for each of the years in the three-year period ended August 31, 2006. Based on
these reviews and discussions, and additional matters deemed relevant and appropriate by the Audit Commitiee, the
Audit Committee recommended to the Board that Solectron’s Annual Report on Form 10-K include these financial
statements.

Members of the Audit Committee

C. Wesley M. Scott, Chairman
H. Paulett Eberhart

Heinz Fridrich

William R, Graber
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OTHER MATTERS

The Company knows of no other matters to be submitted at the meeting. If any other matters properly come

before the meeting, it is the intention of the persons named in the enclosed form of proxy to vote the shares they

represent as the Board may recommend.

Dated: December 4, 2006

BY ORDER OF THE BOARD OF DIRECTORS

"Tma%

Todd DuChene
Executive Vice President,
General Counsel and Secretary
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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K
(Mark One)

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended August 25, 2006
or

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission file number 001-11098

SOLECTRON CORPORATION

{Exact name of Registrant as Specified in its Charter)

Delaware 94-2447045
(State or Other Jurisdiction of (L.R.5. Employer
Incorporation or Organization) Identification Number)
847 Gibraltar Drive (408) 957-8500
Milpitas, California 95035 {Registrant’s Telephone Number,
(Address of Principal Executive Including Area Code)

Offices including Zip Code)
Securities registered pursuant to Section 12(b) of the Act:

Title of Each Class Name of Each Exchange on Which Registered
3.25% Liquid Yield Option Notes due 2020 New York Stock Exchange, Inc.
2.75% Liquid Yield Option Notes due 2020 New York Stock Exchange, Inc.
Series A Participating Preferred Stock Purchase Rights New York Stock Exchange, Inc.
Common Stock New York Stock Exchange, Inc.

Securities registered pursuant to Section 12(g) of the Act:
None

Indicate by check mark if the registrant is a well-known seasoned issuer as defined in Rule 405 of the Securities
Act.  Yes No O

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act.  Yes O No

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.  Yes No O

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of Registrant’s knowledge, in definitive proxy or information statements
incorporated by reference in Part 1II of this Form 10-K, or any amendment to this Form 10-K.

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer.
See definition of “accelerated filer and large accelerated filer” in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer Accelerated filer [J Non-accelerated filer O

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes O No

The aggregate market value of the Registrant’'s Common Stock held by non-affiliates on October 31, 2006 was
approximately $1.9 billion (based upon the last reported price of the Common Stock on the New York Stock Exchange on
such date). Shares of Common Stock held by each officer, director, and holder of 3% or more of the outstanding Common
Stock have been excluded in that such persons may be deemed to be affiliates. This determination of affiliate status is not
necessarily a conclusive determination for other purposes.

As of October 31, 2006, there were approximately 903.0 million shares of the Registrant’s common stock
outstanding including approximately 18.2 million shares of Solectron Global Services Canada, Inc., which are exchange-
able on a one-to-one basis for the Registrant’s common stock.

DOCUMENTS INCORPORATED BY REFERENCE
The Registrant’s definitive Proxy Statement for the Annual Meeting of Stockholders to be held on January 10, 2007,

which Solectron will file with the Securities and Exchange Commission within 120 days after the end of the fiscal year
covered by this report, is incorporated by reference in Part I1I of this Form 10-K to the extent stated herein.
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Cautionary Statement Regarding Forward-Looking Statements

With the exception of historical facts, the statements contained in this annual report are forward-looking statements
within the meaning of Section 27A of the Securities Act of 1933, as amended (the “Securities Act”), and Section 21E of
the Securities Exchange Act of 1934, as amended (the “Exchange Act”}, and are subject 1o the safe harbor provisions set
forth in the Exchange Act. These forward-looking statements relate to matters including, but not limited to:

+ anticipated sales and future operating results, including future earnings, growth, rates and trends;

« efficiencies, competitive advantages and other benefits resulting from our Lean manufacturing and Six
Sigma quality initiatives;

» our anticipation of the timing and amounts of our future obligations and commitments and our ability to meet
those commitments;

» the calculations of taxes due and the adequacy of our reserves for potential tax liabilities and credits for open
periods;

» our ability to successfully defend against proposed IRS adjustments 1o prior year income tax returns;

« the amount of available future cash and our belief that our cash and cash equivalents, short-term investments,
lines of credit and cash to be generated from continuing operations will be sufficient for us to meet our
obligations for the next twelve months;

* the performance, success, capabilities and capacities of our business operations;

the adequacy of our restructuring provisions and adequacy and timing of our restructuring activities and their
impact on our business or results of operations;

« the anticipated financial impact of recent and future acquisitions and divestitures and the adequacy of our
provisions for indemnification obligations pursuant to such transactions;

» our ability to comply with the requirements of Section 404 of the Sarbanes-Oxley Act of 2002;
» our exposure to foreign currency exchange rate fluctuations;

+ our belief that our current or future environmental liability exposure related to our facilities will not be
material to our business, financial condition or results of operations;

» the impact of any litigation;
* the impact of customer defaults or bankruptcies;

» our ability to implement our enterprise resource planning system and the impact of deficiencies in our IT
systems;

« our characterization of the markets in which we do business, including our ability to earn increased margins
in certain growth markets; and '

« various other forward-looking statements contained in “Management’s Discussion and Analysis of Financial
Condition and Results of Operations.”

We intend that our forward-looking statements be subject to the safe harbors created by the Exchange Act. The
forward-looking statements are generally accompanied by words such as “may,” “will,” “could” “should,”
“intend,” “anticipate,” “believe,” “estimate,” “expect,” “continue” and other similar words and statements. Our
forward-locking statements are based on current expectations, forecasts and assumptions and are subject to risks,
uncertainties and changes in condition, significance, value and effect, including those discussed under the heading
“Risk Factors” in this report and in our other reports filed with the Securities and Exchange Commission. Such
risks, uncertainties and changes in condition, significance, value and effect could cause our actual results to differ
materially from our anticipated outcomes. Although we believe that the assumptions underlying the SJorward-
looking statements are reasonable, any of the assumptions could prove inaccurate. Therefore, we can give no
assurance that the results implied by these forward-looking statements will be realized. The inclusion of forward-
looking information should not be regarded as a representation by our company or any other person that the future
events, plans or expectations contemplated by Solectron will be achieved. Furthermore, past performance in
operations and share price is not necessarily indicative of future performance. We disclaim any intention or
obligation to update or revise any forward-looking statements contained herein, whether as a result of new
information, future events or otherwise.
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PART I

Item 1. Business

The information contained in this business overview is qualified in its entirety by, and is subject to, the detailed
information, consolidated financial statements and notes thereto contained within this document under the
Management’s Discussion and Analysis of Financial Condition and Results of Operations and the Consolidated
Financial Statements and Supplementary Data sections. Solectron’s financial reporting year ends on the last Friday
in August. For purposes of presentation in this Form 10-K, Solectron has indicated its accounting year end as
August 31.

Overview

We provide electronics manufacturing and supply chain services to original equipment manufacturers (OEMs)
around the world. As a value-added contract manufacturing partner to OEMs, our customers contract with us to
build their products or to obtain services related to product design, manufacturing and post-manufacturing
requirements. We design, build, repair and service products that carry the brand names of our customers.

We serve several electronics products and technology markets. Much of our business is related to the following
products:

» Computing and storage equipment, including servers, storage systems, workstations, notebooks, and
peripherals;

» Networking equipment such as routers and switches that move traffic across the Internet;
« Communications equipment, including wireless and wireline infrastructure products;

« Consumer products such as cellular telephones, set-top boxes and personal/handheld communications
devices;

« Automotive electronics systems, for example, audio and navigation systems, system contrel modules and
body electronics;

+ Industrial products, including semiconductor manufacturing and test equipment, wafer fabrication equip-
ment controls, process automation equipment, interactive and self-service kiosks, appliance electronics
controls, instrumentation and industrial controls;

+ Medical products such as X-ray equipment, ultrasound fetal monitors, MRI scanners, blood analyzers,
insulin delivery devices, ECG patient monitors, surgical robotic systems, HPLCs, spectrometers and laser
surgery equipment; and

« Other electronics equipment and products.

Our customer base consists of many of the world’s leading technology companies, such as Cisco Systems,
Ericsson, Hewlett-Packard, IBM, Lucent Technologies, Matorola, NEC, Nortel Networks, Pace, Sun Microsystems
and Teradyne.

Qur comprehensive range of services are designed to meet customer supply chain needs throughout the
product life cycle. Our services include:

¢ Product design;

Collaborative design,

Product launch/NPI (New Product Introduction);

DFX (Design for manufacturability) services;
» PCBA (Printed Circuit Board Assembly) and subsystem manufacturing;

+ Systems integration and test;




¢ Parts management;

* Inventory management;

* Forward/Reverse logistics:

* Repair;

* Recovery/Remarketing; and

* Feedback to design and manufacturing for quality/serviceability.

We customize these services to deliver integrated supply chain solutions to our customers. By utilizing our
services, customers achieve cost. time and quality advantages that improve their competitiveness and enable them to
focus on their core competencies of sales. marketing and research and development. Customers are also able to
reduce or shift costs and risks associated with manufacturing and supply chain management. We provide the
following benefits 1o OEMs;

Leading Manufacturing and Service Technologies:  Electronic products, electronics manufacturing and
service technologies have become increasingly sophisticated and complex. This makes it difficult for OEMs to
maintain the necessary expertise to manufacture and repair products internally. OEMs are motivated to work with us
to gain access 1o our expertise in interconnect, test, process, repair and other technologies, such as lead-free
manufacturing processes.

Faster Time-to-Market:  Due 1o intense competitive pressures in the electronics industry, shorter product life
cycles require OEMs to reduce the time needed to bring a product to market. OEMs ofien reduce time-to-market by
using our services, expertise and infrastructure. For example, OEMs partner with us during the early stages of
product design to expedite the transition into high volume production in our manufacturing centers.

Lower Costs; Our OEM customers realize lower costs as a result of several factors: our ability to perform
services in the most cost-effective locations around the world; our ability to combine purchasing across our
customer base; our ability to produce multiple products within a given facility: and our flexibility to adapt our
operations to changing customer demand. Qur flexibility and responsiveness enable us to support rapidly changing
customer needs on a just-in-time value-added basis, adapting to the customer’s schedule and redirecting resources to
allow for more seamless production transfers,

Consistent Qualiry:  Our customers rely on us to consistently provide complex products that meet exacting
performance criteria. Leveraging the benefits of the Solectron Production System™. which combines the global
capabilities of our Lean manufacturing advances with the continuous improvements derived from Six Sigma quality
analysis, we reduce waste and variability throughout the supply chain, creating alignment between people, strategy,
customers and processes.

Better Asset Utilization:  OEM supply chains, managed by Solectron, enable OEMs to lower their investment
in property. plant and equipment, as well as systems and infrastructure. This lower investment can lead to better
asset utilization and higher return on assets for our OEM customers.

Focused Resource Allocation:  As aresult of market demands, many OEMs focus their resources on activities
where they add the greatest value. By offering comprehensive electronics supply chain services, we allow OEMs to
focus on their own core competencies, such as next-generation product development, marketing and sales.

Cost-Effective Global Capabilities:  We have facilities in Asia, the Americas and Europe. Through our global
presence, we perform electronics supply chain services in locations to best address our customers’ objectives,
including cost containment, compliance with local content regulations, proximity to end-markets and end-con-
sumers, and the elimination or reduction of expensive freight costs, tariffs and time-consuming customs clearances.

Environmental Compliance:  We created a market-ready offering to help OEM customers meet Europe's
Restriction of Hazardous Substances (RoHS) and other regulatory requirements. Current legislation and compli-
ance requirements in Europe, and pending legislation in other Junisdictions, impact or have the potential of
impacting the entire supply chain, causing operational, business and product-reliability challenges. We partner with
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our OEM customers to ensure a conversion plan and transition approach that effectively and efficiently addresses
our customers’ compliance issues so their products meet regulatory requirements within appropriate deadlines.

Strategy

Qur strategy is to increase sales and earnings growth by providing cost-effective and value-added services that
unlock value and competitive advantage for customers by providing integrated supply chain solutions that leverage
Solectron’s differentiated capabilities in collaborative design, lean manufacturing, and post-manufacturing ser-
vices. To support this strategy we are committed to five specific areas:

Concentration on Core and Emerging Markets

We are extending our leadership and capabilities in our core markets, which include the communications,
networking, computing and storage industries. The products we manufacture and the customers we serve in these
markets represent a substantial portion of our revenues and reflect our strong expertise in these areas. In addition, we
participate in several growth markets including the consumer, industrial, automotive, and medical industries where
we can leverage our core strengths and earn increased margins.

Uncompromising Quality

Our goal is to provide our customers with high-quality, defect-free, and competitive products and on-time
solutions. We have received many service and quality awards from internationaily recognized quality organizations
and customers. including IndustryWeek, Cisco Systems, Asyst Technologies, NCR and Sun Microsystems. In
addition, substantially all of our manufacturing facilities are certified under 1SQ international quality standards for
design, manufacturing and distribution management systems. The Solectron Production System™ effectively
applies Lean and Six Sigma quality operating principles and quality tools 1o identify and concentrate on value-
added activities that improve time-to-market and quality for our customers. We implemented Lean Six Sigma
standards in order to deliver exceptional quality improvements in all of Solectron’s operations. We operate under
increasingly higher standards of quality as dictated by our customers.

Efficiency and Cost Competitiveness

We believe that a fundamental requirement for sustained growth and profitability in the Electronics Man-
ufacturing Services (EMS) industry is to be an efficient and cost-competitive manufacturer. Therefore, we strive for
efficiency throughout our organization, and have implemented several initiatives to reduce costs and increase our
competitiveness. This includes implementation of Lean manufacturing and Six Sigma quality methods in our
operations and throughout the company. By applying these methods, we intend to increase efficiencies and
eliminate activities that do not add value, resulting in a significant competitive advantage.

Align Services to Improve Customer Supply Chains

With technologies becoming more complex and product life cycles times getting shorter, we expect that OEMs
will outsource more of their electronics supply chain needs. OEMs will be looking for a trusted partner that provides
these services on a seamless basis. Consequently, we are aligning our services to improve OEM supply chains and
deliver lower costs, higher quatity, improved flexibility and faster time-to-market. We believe these actions will
position us to be the provider of choice to OEMs by delivering integrated supply chains that add value to their
businesses.

Advanced Technology Processes

We offer customers access to advanced technology processes, including design, NPI and repair expertise. Our
involvement with customers’ products during the early design stages can help reduce cost and product time-to-mar-
ket, improve manufacturability and quality and enable a fast ramp to volume manufacturing. We use our design
capabilities to partner with our customers. We have developed common tools for industrial, electrical, mechanical
and manufacturing applications designed to shorten the design cycle and maintain cost effectiveness. Our repair
expertise also spans a wide range of products and advanced technologies, from the system to the component level.
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Global Footprint

Our footprint — or facilities location — strategy is to locate specific services and capabilities where we
believe they can generate the greatest value at the lowest total cost. These decisions are made based on low-cost
manufacturing options, proximity to our customers and prospective cusiomers, proximity to end markets and end-
users, and the location of specific resources needed to deliver value.

The majority of our manufacturing capabilities are found in low-cost locations, such as Mexico, Hungary,
Romania, China, Malaysia and other parts of Asia. This reflects our belief that OEM customers will be driven by the
cost advantages associated with these locations. We have announced a fiscal 2007 Restructuring Plan that will
increase the utilization of our manufacturing capabilities in low-cost locations,

We identify other locations for services and other non-manufacturing capabilities based on how best 10 add
value and the availability of the necessary personnel with the skills and experience we need to create solutions and
deliver world-class services. For example, we have regional design centers in the Americas, Europe and Asia. This
cnables us to draw from a highly skilled labor market, with the infrastructure and proximity to immediately interact
with customers at critical phases of the new product life cycle.

For certain of our post-manufacturing services, we operate repair and warranty centers based on proximity to
transportation infrastructure and proximity to end-users. Solectron’s Global Services offerings help customers
control costs by optimizing services and supply chains while improving turns throughout the product lifecycle.

Our ability to serve our customers effectively also depends upon our materials management and logistic
capabilities. Our locations are served by a materials organization consisting of muliiple groups across multiple
locations and backed by information technology. The materials group is responsible for ordering. tracking and
ensuring that the correct parts are delivered to the correct locations on a just-in-time basis to meet our customers’
needs.

Americas Region

Our U.S. facilities focus on higher valuc-added activities, such as design services: NPI: system integration and
testing; product fulfillment; repair and logistics; and the manufacture of lower-volume. highly complex products.
Our facilities in Latin America and South America support the North and Latin American markets, particularly for
higher volume products. Mexico's proximity to North America is useful for production where low-cost,
time-to-market. or geographic diversity are particular concerns for OEMs. We operate facilities that provide
design, manufacturing, and post-manufacturing services in the U.S.. Canada, Mexico, Puerto Rico and Brazil.

Asia Region

Our operations in the Asia region offer high and low-volume and basic and high-complexity manufacturing to
many geographic markets around the world. In addition to manufacturing, our facilities in Asia provide design
services: NPI; system integration and testing: product fulfillment: repair and logistics.

Europe Region

Our locations in western Europe concentrate on higher value-added services, such as design: NPI; high-
complexity. low-volume manufacturing; system integration and testing: product fulfillment: logistics and repair.
Our eastern European locations provide lower-cost, higher-volume electronics manufacturing services for the
western European markets.

Sales and Marketing

Sales and marketing are integrated processes involving direct salespersons, project managers and senior
executives. Our sales and account management resources are organized in market segment teams, We direct our
sales resources and activities at several management and staff levels within customer and prospective customer
companies. We also use independent sales representatives in certain geographic areas. We receive customer
inquiries resulting from referrals. advertising and public relations activities and through our direct sales efforts.

7




After evaluating these opportunities using our customer identification criteria, potential customer leads are assigned
to direct salespersons or independent sales representatives, as appropriate.

See Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations,” for
customer sales information.

Backlog

Our OEM customers typically do not provide us firm purchase orders for delivery of products more than 30 to
90 days in advance. In addition, these customers may reschedule or cancel firm orders with only minor penalty.
Therefore, we do not believe that the backlog of expected product sales covered by firm purchase orders is a
meaningful determinant of future sales or current activity.

Competition

The EMS industry includes many companies, several of which have substantial market share. We also face
competition from current and prospective customers that evaluate our capabilities against the merits of manufac-
turing products internally. Other EMS companies compete with us depending on the type of service or geographic
area customers require. The basis of competition in our targeted markets is proven execution, reliability, superior
manufacturing technology, price, flexibility, continuity of supply, quality, responsiveness, innovative and value-
adding services and ability to serve global customers.

Associates

As of August 31, 2006, we employed approximately 59,000 associates worldwide, which included approx-
imately 14,500 temporary associates.

Patents and Trademarks

We hold certain United States and foreign patents and patent licenses relating to certain of the processes and
equipment used in our manufacturing technology, as well as certain of the products which we have designed and
manufactured. In addition, we have registered wrademarks (service marks) in the United States and various other
countries throughout the world.

Although we do not believe that our trademarks, manufacturing processes, patents or license rights to which
we have access infringe on the intellectual property rights of others, we cannot ensure that third parties will not
assert infringement claims against us in the future. If such an assertion were to be made, it may become necessary or
useful for us to enter into licensing arrangements or to resolve such an issue through litigation. However, we cannot
ensure that such license rights would be available to us on commercially acceptable terms or that any such litigation
would be resolved favorably. Any litigation could be lengthy and costly and, regardless of its outcome, could
materially harm our consolidated financial condition.

Environmental Matters

We are required to comply with local, state, federal and international environmental laws and regulations
relating to the treatment, storage, use, discharge, emission and disposal of hazardous materials used in our
manufacturing and service processes. We are also required to comply with laws and regulations relating to
occupational safety and health, product disposal and product content and labeling. In general, we are not directly
responsible for compliance with laws like Waste Electrical and Electronic Equipment (WEEE) and Restriction of
Hazardous Substances (RoHS). However, some customers may require that we take responsibility for the non-
compliance risk of some or all of the components we procure for the customer product. Solectron requires all of its
suppliers to comply with all hazardous substance laws and regulations and employs inventory management
processes to mitigate non-compliance risk. Failing to have the capability of delivering products which comply with
these present and future environmental laws and regulations could restrict our ability to expand facilities, or could
require us to acquire costly equipment or to incur other significant expenses to comply with environmental
regulations, and could impair our relations with customers. Moreover, to the extent we are found non-compliant
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with any environmental laws and regulations applicable to our activities, we may incur substantial fines and
penalties. We are committed to maintaining compliance in all of our facilities and to continuously improving our
environmental practices.

We are also required to obtain and maintain environmental permits for many of our facilities. These permits,
which must be renewed periedically, are subject to revocation if we violate environmental laws. There can be no
assurance that violations will not oceur as a result of equipment failure, human error or other causes. If a violation of
gnvironmental laws occurs, we could be held liable for damages, fines and costs of remedial actions, and our permits
could be revoked. Any such revocation could require us to cease or limit production at one or more of our facilities,
and may adversely impact our results of operations.

We have been, and in the future may be, held liable for remediation of sites where our hazardous materials (or
those of companies we have acquired or divested) have been disposed. We have environmental insurance in excess
of reserves previously established to reduce potential environmental liability exposures posed by some of our
current and former operations and facilities. To date, these liabilities have not been substantial or material to our
business, consolidated financial condition and results of operations. We believe, based on our current knowledge,
that the cost of any groundwater or soil clean-up that may be required at any of our facilities would not materially
harm our business, consolidated financial condition and results of operations. However, it is costly to remediate
contamination, and there can be no assurance that any future remediation costs would not harm our business,
consolidated financial condition and results of operations.

Additional Information and NYSE Certification

Our Internet address is hup://www.solectron.com. We posted on our Internet website, free of charge, our
annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and amendments to
those reports filed or furnished pursuant to Section 13(a} or 15(d) of the Exchange Act as soon as reasonably
practicable after we electronically file such material with, or furnish it to, the Securities and Exchange Commission.
Also, available on our website are printable versions of Solectron’s Corporate Governance Guidelines, Audit
Committee charter, Executive Compensation and Resource Management Committee charter, Nominating and
Governance Committee charter, and Code of Business Conduct and Ethics Guide. Information accessible through
our website does not constitute a part of, and is not incorporated into, this annuval report on Form 10-K or into any of
our other filings with the Securities and Exchange Commission. Stockholders may request f{ree copies of these
documents from:

Solectron Corporation
847 Gibraltar Drive
Milpitas, CA 95035

Attention: Investor Relations
Telephone: (408) 957-8500

Solectron was first incorporated in California in August 1977 and was reincorporated in Delaware in
February 1997. Our principal executive offices are at 847 Gibraltar Drive, Milpitas, California, 95035. OQur main
telephone number is (408) 957-8500.

On March 9, 2006, the Company submitted to the New York Stock Exchange (NYSE) the Annual
CEO Cenification required by Section 303A.12(a) of the NYSE Listed Company Manual, whereby the CEO
of the Company, Mr. Cannon, certified without qualification that he is not aware of any violation by Solectron of the
NYSE's corporate governance listing standards as of the date of the certification.

Item la. Risk Factors

The following risk factors should be carefully considered. The risks and uncertainties described below are not
the only ones we face. Additional risks and uncertainties not presently known to us or that our management
currently deems immaterial also may impair our business operations. If any of the risks described below were to
occur, our business, operating results and consolidated financial condition could be materially adversely affected.
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Most of our sales come from a small number of customers; if we lose any of these customers, our net
sales could decline significantly. :

Most of our annual sales come from a small number of our customers. Our ten largest customers accounted for
approximately 61.4%. 61.6%, and 59.8% of net sales from continuing operations in fiscal years 2006, 2005, and
2004 respectively. One of these customers individually accounted for more than ten percent of our sales in each of
fiscal years 2006, 2005 and 2004. Any material delay, cancellation or reduction of orders from these or other major
customers could cause our sales to decline significantly, and we may not be able to reduce the accompanying
expenses at the same time. We cannot guarantee that we will be able to retain any of our largest customers or any
other accounts, or that we will be able to realize the expected revenues under existing or anticipated supply
agreements with these customers. Our earnings per share, cash flow and results of operations will continue to
depend significantly on our ability to obtain orders from new customers, retain existing customers, realize expected
revenues under existing and anticipated agreements, as well as on the consolidated financiat condition and success
of our customers and their customers.

Our customers may cancel their orders, change production guantities or locations, or delay production.

To remain competitive, EMS companies must provide their customers increasingly rapid product turnaround,
at increasingly competitive prices. We generally do not have long-term contractual commitments from our top
customers. As a result, we cannot guarantee that we will continue to receive any orders or revenues from our
customers. Customers may cancel orders at their sole discretion, change production quantities or delay preduction
for a number of reasons outside of our control. Many of our customers have experienced from time to time
significant decreases in demand for their products and services, as well as continual material price competition and
sales price erosion. This volatility has resulted, and will continue from time to time to result, in our customers
delaying purchases on the products we manufacture for them, and placing purchase orders for lower volumes of
products than previously anticipated. Cancellations, reductions or delays by a significant customer or by a group of
customers would seriously harm our results of operations by lowering, eliminating or deferring revenue without
substantial offsetting reductions in our costs thereby reducing our profitability. In addition, customers may require
that manufacturing of their products be transitioned from one of our facilities to another of our facilities to achieve
cost reductions and other objectives. Such transfers, if unanticipated or not properly executed, could result in
various inefficiencies and increased costs, including excess capacity and overhead at one facility and capacity
constraints and related strains on our resources at the other, disruption and delays in product deliveries and sales,
deterioration in product quality and customer satisfaction, and increased manufacturing and scrap costs all of which
would have the effect of reducing our profits.

Our business has low operating margins and any increase in cost of sales or operating expenses could
have a material adverse effect on our profitability.

Our business generates low operating margins. Increases in cost of sales or operating expenses without
corresponding increases in net sales would have a material adverse effect on the profitability of the Company on a
consolidated basis.

We may not be able to sell excess or obsolete inventory to customers or third parties, which could have a
material adverse impact on our consolidated financial condition.

The majority of our inventory purchases and commitments are based upon demand forecasts that our customers
provide to us. The customers” forecasts, and any changes to the forecasts, including cancellations, may lead to on-hand
inventory quantities and on-order purchase commitments that are in excess of the customers’ revised needs, or on-hand
inventory that becomes obsolete. If our contracts with customers do not require our customers to purchase, or our
customers do not comply with contractual obligations to purchase, excess or obsolete inventory, our results of
operations could be materially harmed. In recent years some of our OEM customers have experienced declining
revenue, large losses, negative cash flows, and bankruptcies or defaults on borrowing arrangements. There is a risk
that, in the future, these or other customers may not purchase inventory back from us despite contractual obligations,
which could harm our results of operations. In addition, enforcement of these supply agreements may result in material
expenses, delays in payment for inventory or disruptions in our customer relationships.

10




In addition, we are generally responsible for excess and obsolete inventory resulting from inventory purchases
in excess of inventory needed to meet customer demand forecasts at the time the purchase commitments were made,
as well as any inventory purchases outside those provided for in our agreements. For inventory which is not the
customer’s responsibility, provisions are made when required to reduce any such excess or obsolete inventory to its
estimated net realizable value, based on the quantity of such inventory on hand, our customers’ latest forecasts of
production requirements. and our assessment of available disposition alternatives such as use of components on
other programs, the ability and cost to return components to the vendor, and our estimates of resale values and
opporiunities. These assessments are based upon various assumptions and market conditions which are subject to
rapid change, or which may ultimately prove to be inaccurate. Any material changes in our assumptions or market
conditions could have a significant effect on our estimates of net realizable value, could necessitate material
changes in our provisions for excess and obsolete inventory, and could have a material adverse impact on our
consolidated financial condition. In addition, in the normal course of business, bona fide disagreements may arise
over the amount or timing of such claims, and in order to avoid litigation expenses, collection risks, or disruption of
customer relationships, we may elect to settle such disputes for lesser amounts than we believe we should be entitled
to recover. In these instances, we must bear the economice loss of any such excess or obsolete inventory, which could
have a material adverse impact on our consolidated financial condition.

We are exposed to risks associated with operating internationally.

Approximately 69.0%, 70.1% and 72.3% of our net sales from continuing operations during fiscal years 2006,
2005, and 2004, respectively, are the result of services delivered and products manufactured in countries outside the
United States. As a result of our foreign sales and facilities, our operations are subject to a variety of risks and costs
that are unique to international operations, including the following:

* adverse movement of foreign currencies against the U.S. dollar in which our results are reported;

* import and export duties, and value added taxes;

= import and export regulation changes that could erode our profit margins or restrict exports or imports;

* potential restrictions on the transfer of funds:

+ government and license requirements governing the transfer of technology and products abroad;

« disruption of local labor supply or transportation services;

« inflexible employee contracts in the event of business downturns;

« the burden and cost of compliance with import and export regulations and foreign laws;

* economic and political risks in emerging or developing economies;

+ risks of conflict and terrorism that could disrupt our or our customers’ and suppliers’ businesses; and

* increased risk of improper payments or inappropriate business activities.

We have been granted tax holidays, which are effective through 2012 and 2011, respectively, subject to some
conditions, for our Malaysian and Singapore sites. It is possible that the current tax holidays will be terminated or
modified or that future tax holidays that we may seek will not be granted. If the current tax holidays are terminated
or modified, or if additional tax holidays are not granted in the future or when our current tax holidays expire, our
future effective income tax rate could increase.




Possible fluctuation of operating results from quarter to quarter and factors out of our control could
affect the market price of our securities.

Our quarterly earnings or stock price may fluctuate in the future due to a number of factors including the
following:

» differences in the profitability of the types of manufacturing setvices we provide. For example, high velocity
and low complexity printed circuit boards and systems assembly services have lower gross profit than low
volume/complex printed circuit boards and systems assembly services;

« our ability to maximize the hours of use of our equipment and facilities is dependent on the duration of the
production run time for each job and customer;

« the amount of automation that we can use in the manufacturing process for cost reduction varies, depending
upon the complexity of the product being made;

« our customers’ demand for our products and their ability to take delivery of our products and to make timely
payments for delivered products;

» our ability to optimize the ordering of inventory as (o timing and amount to avoid holding inventory inexcess
of immediate production needs;

« our ability to offer technologically advanced, cost-effective. quick response manufacturing services;

« our ability to drive down manufacturing costs in accordance with customer and market requirements, which
is dependent upon our ability to apply Lean Six Sigma operating principles:

« fluctuations in the availability and pricing of components;

- timing of expenditures in anticipation of increased sales;

» cyclicality in our target markets;

¢ fluctuations in our market share;

« fluctuations in currency exchange rates:

« expenses and disruptions associated with acquisitions and divestitures:

» announcements of operating results and business conditions by our customers;

» announcements by our competitors relating to new customers, technological innovation or new services;

« economic developments in the electronics industry as a whole;

« credit rating and stock analyst downgrades;

« our ability to successfully implement changes to our enierprise resource planning systems:

« political and economic developments in countries in which we have operations: and

+ general market conditions.

If our operating results in the future are below the expectations of securities analysts and investors, the market

price of our outstanding securities could be harmed.

If we incur more restructuring-related charges than currently anticipated, our conselidated financial con-
dition and results of operations may suffer.

We incurred approximately $14.0 million of restructuring and impairment costs relating to continuing
operations in fiscal 2006 and approximately $91.1 million during fiscal 2005. and we anticipate incurring
approximately $50 to $60 million of restructuring and impairment costs in the next 12 months under the Fiscal
2007 Restructuring Plan. If our estimates about previous and currently contemplated restructuring charges prove (o
be incorrect, our consolidated financial condition and results of operations may suffer. While we believe our
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capacity is appropriate for current revenue levels, we continue to evaluate our cost structure relative to future
financial results and customer demand. If our estimates about future financial results and customer demand prove to
be incorrect, our consolidated financial condition and consolidated results of operations may suffer.

Failure to attract and retain key personnel and skilled associates could hurt our operations.

Our continued success depends to a large extent upon the efforts and abilities of key managerial and technical
associates. Losing the services of key personnel could harm us. Our business also depends upon our ability to
continue to attract and retain key executives, senior managers and skilled associates. Our failure to attract and retain
key personnel and a high rate of turnover could harm our business.

We depend on limited or sole source suppliers for critical components. The inability to obtain sufficient
components as required, and under favorable purchase terms, would harm our business.

We are dependent on certain suppliers, including limited and sole source suppliers, to provide key components
used in our products, We have experienced, and may continue to experience, delays in component deliveries, which in
turn could cause delays in product shipments and require the redesign of certain products. In addition, if we are unable
to procure necessary components under favorable purchase terms, including at favorable prices and with the order
lead-times needed for the efficient and profitable operation of our factories, our results of operations could suffer. The
electronics industry has experienced in the past, and may experience in the future, shortages in semiconductor devices,
including application-specific integrated circuits, DRAM, SRAM, flash memory, certain passive devices such as
tantalum capacitors, and other commodities that may be caused by such conditions as overall market demand surges or
supplier production capacity constraints. The inability to continue to obtain sufficient components as and when
required, or to develop alternative sources as and when required, could cause delays, disruptions or reductions in
product shipments or require product redesigns which could damage relationships with current or prospective
customers, and increase inventory levels and costs, thereby causing harm to our business.

We potentially bear the risk of price increases associated with shortages in electronics components.

At various times, there have been shortages of components in the electronics industry leading to increased
component prices. One of the services that we perform for many customers is purchasing electronics components
used in the manufacturing of the customers’ products. As a result of this service, we potentially bear the risk of price
increases for these components if we are unable to purchase components at the pricing level anticipated to support
the margins assumed in our agreements with our custorners.

Our net sales could decline if our competitors provide comparable manufacturing services and improved
products at a lower cost.

We compete with a number of different contract manufacturers, depending on the type of service we provide or
the geographic locale of our operations. Our industry is intensely competitive and many of our competitors may
have greater manufacturing, financial, R&D or marketing resources than we have. In order to compete, we may
have to provide our manufacturing and other services at lower margins, or we may lose customers. In addition, we
may not be able to offer prices as low as some of our competitors because those competitors may have lower cost
structures as a result of their geographic location or the services they provide, or because such competitors are
willing to accept business at lower margins in order to utilize more of their excess capacity. In that event, our net
sales would decline. We also expect our competitors to continue to improve the performance of their current
products or services, to reduce their current products or service sales prices and to introduce new products or
services that may offer greater value-added performance and improved pricing. If we are unable to improve our
capabilities substantially, any of these could cause a decline in sales, loss of market acceptance of our products or
services and corresponding loss of market share, or profit margin compression. We have experienced instances in
which customers have transferred all or certain portions of their business to competitors in response to more
attractive pricing quotations than we have been willing to offer to retain such customers, and there can be no
assurance that we will not lose business in the future in response to such competitive pricing or other inducements
which may be offered by cur competitors.
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We depend on the continuing trend of OEMs to outsource.

A substantial factor in our past revenue growth was attributable to the transfer of manufacturing and supply-based
management activities from our OEM customers. Future growth is partially dependent on new outsourcing oppor-
tunities. To the extent that these opportunities are not available, our future growth would be unfavorably impacted.

Our strategic relationships with major customers create risks.

In the past several years, we completed several strategic transactions with OEM customers. Under these
arrangements, we generally acquired inventory, equipment and other assets from the OEM, and leased (or in some
cases acquired) their manufacturing facilities, while simultaneously entering into multi-year supply agreements for
the production of their products. There has been strong competition among EMS companies for these transactions,
and this competition may continue to be a factor in customers’ selection of their EMS providers. These transactions
contributed to & significant portion of our past revenue growth, as well asto a significant portion of our more recent
restructuring charges and goodwill and intangible asset impairments. While we do not anticipate our acquisitions of
OEM plants and equipment in the near future to return to the levels at which they occurred in the recent past, there
may be occasions on which we determine it to be advantageous to complete acquisitions in selected geographic or
industry markets. As part of such arrangements, we would typically enter into supply agreements with the divesting
OEMs, but such agreements generally do not require any minimum volumes of purchases by the OEM and the
actual volume of purchases may be less than anticipated. Arrangements which may be entered into with divesting
OEMs typically would involve many risks, including the following:

+ we may pay a purchase price to the divesting OEMs that exceeds the value we are ultimately able to realize
from the future business of the OEM;

« the integration into our business of the acquired assets and facilities may be time-consuming and costly;
« we, rather than the divesting OEM, would bear the risk of excess capacity;
« we may not achieve anticipated cost reductions and efficiencies;

« we may be unable to meet the expectations of the OEM as to volume, product quality, timeliness and cost
reductions; and

« if demand for the OEM’s products declines, the OEM may reduce its volume of purchases, and we may not
be able to sufficiently reduce the expenses of operating the facility or use the facility to provide services to
other OEMs, and we might find it appropriate to close, rather than continue to operate, the facility, and any
such actions would require us to incur significant restructuring and/or impairment charges.

As a result of these and other risks, we may be unable to achieve anticipated levels of profitability under such
arrangements and they may not result in material revenues or contribute positively to our earnings. Additionally,
other OEMs may not wish 1o obtain logistics or operations management services from us.

Business disruptions could seriously harm our future revenue and financial condition and increase our
costs and expenses.

Our worldwide operations could be subject to natural disasters and other business disruptions, which could
seriously harm our revenue and financial condition and increase our costs and expenses. We are predominantly self-
insured for losses and interruptions caused by earthquakes. power shortages, telecommunications failures, water
shortages, tsunamis, floods, typhoons, hurricanes, ﬁres_, extreme weather conditions and other natural or manmade
disasters.

If we are unable to manage future acquisitions, and cost-effectively run our operations, our profitability
could be adversely affected.

Our ability to manage and integrate future acquisitions witl require successful integration of such acquisitions
into our manufacturing and logistics infrastructure, and may require enhancements or upgrades of accounting and
other internal management systems and the implementation of a variety of procedures and controls. We cannot
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guarantee that significant problems in these areas will not occur. Any failure to enhance or expand these systems and
implement such procedures and controls in an efficient manner and at a pace consistent' with our business activities
could harm our consolidated financial condition and results of operations. In addition, we may experience
inefficiencies from the management of geographically dispersed facilities and incur substantial infrastructure
and working capital costs. We incurred approximately $14.0 million of restructuring and impairment costs relating
to continuing operations in fiscal 2006 and approximately $91.1 million during fiscal 2005. See also the Risk Factor
entitled “If we incur more restructuring-related charges than currently anticipated, our consolidated financial
condition and results of operations may suffer.”

If we have a material weakness in our internal controls over Sinancial reporting, investors could lose con-
fidence in the reliability of our financial statements, which could result in a decrease in the value of our
securities.

One or more material weaknesses in our internal controls over financial reporting could occur or be identified in
the future. In addition, because of inherent limitations, our internal controls over financial reporting may not prevent or
detect misstatements, and any projections of any evaluation of effectiveness of internal controls to future periods are
subject to the risk that controls may become inadequate because of changes in conditions or that the degree of
compliance with our policies or procedures may deteriorate. If we fail to maintain the adequacy of our internal
controls, including any fatlure or difficulty in implementing required new or improved controls, our business and
results of operations could be harmed, we may not be able to provide reasonable assurance as to our financial results or
meet our reporting obligations and there could be a material adverse effect on the price of our securities.

If our products are subject to warranty or liability claims, we may incur significant costs.

Our customers may experience defects in our designs or deficiencies with respect to our manufacturing
services. We may be exposed to warranty or manufacturers’ liability claims as a result of these defects or
deficiencies, and some claims may relate to customer product recalls. A claim for damages arising as a result of such
defects or deficiencies could have a material adverse effect on our business, results of operations and financial
condition. A claim for such damages, or a product recall conducted by one of our customers, also could have an
adverse effect on our business reputation.

In addition, as we increase our engagements with customers in the medical device and avtomotive industries,
we may have greater exposure to product and personal injury liability claims, as well as to liabilities relating to
product recalls. Any claim, regardless of merit, may be time-consuming and expensive to resolve, and a successful
claim could have a material adverse effect on our results of operations and financial condition.

We may not have sufficient insurance coverage for certain of the risks and liabilities we assume in con-
nection with the products and services we provide to our customers.

We carry various forms of business and liability insurance that we believe are typical for companies in our
industry. However, we may not have sufficient insurance coverage for certain risks and liabilities we assume in
connection with the products and services we provide to our customers, such as potential warranty, product liability
and product recall claims. Such liability claims may only be partially covered under our insurance policies. We
continue to monitor the insurance marketplace to evaluate the need to obtain additional insurance coverage in the
future. Costs associated with potential claims and liabilities for which we do not have sufficient insurance coverage
could have a material adverse effect on our results of operations, financial condition and liquidity.

Our design and engineering services may result in additional exposure to product liability, intellectual
property infringement and other claims.

We are offering more design services, primarily those relating to products that we manufacture for our
customers, and we offer design services related to collaborative design manufacturing and turnkey solutions.
Providing such services can expose us to different or greater potential liabilities than those we face when providing
our regular manufacturing services. With the growth of our design services business, we have increased exposure to
potential product liability claims resulting from injuries caused by defects in products we design, as well as
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potential claims that products we design infringe third-party intellectual property rights. Such claims could subject
us to significant liability for damages and, regardless of their merits, could be time-consuming and expensive to
resolve. We also may have greater potential exposure from warranty claims, and from product recalls due to
problems caused by product design. Costs associated with possible product liability claims, intellectual property
infringement claims, and product recalls could have a material adverse effect on our results of operations.

Notwithstanding our divestiture of certain businesses in recent years, we remain subject to certain indem-
nification obligations for a period of time after completion of the divestitures.

The sale agreements for the businesses we divested in recent years contain indemnification provisions pursuant
to which we may be required to indemnify the buyer of the divested business for liabilities, losses, or expenses
arising out of breaches of covenants and certain breaches of representations and warranties relating to the condition
of the business prior to and at the time of sale. While we believe, based upon the facts presently known to us, that we
have made adequate provision for any such potential indemnification obligations, it is possible that other facts may
become known in the future which may subject us to claims for additional liabilities or expenses beyond those
presently anticipated and provided for. Should any such unexpected liabilities or expenses be of a material amount,
our finances could be adversely affected.

We are exposed to fluctuations in foreign currency exchange rates and interest rate fluctuations.

We have currency exposure arising from both sales and purchases denominated in currencies other than the functional
currency of our sites. Fluctuations in the rate of exchange between the currency of the exposure and the functional currency
of our sites could seriously harm our business, operating results and consolidated financial condition.

As of August 31, 2006, we had outstanding foreign exchange forward contracts with a total notional amount of
approximately $293.2 million related to continuing operations. The change in value of the foreign exchange
forward contracts resulting from a hypothetical 10% change in foreign exchange rates would be offset by the
remeasurement of the related balance sheet items, the result of which would not be significant.

The primary objective of our investment activities is to preserve principal, while at the same time maximize
yields without significantly increasing risk. To achieve this objective, we maintain our portfolio of cash equivalents
in a variety of securities, including government and corporate obligations, certificates of deposit and money market
funds. As of August 31,2006, substantially our entire portfolio was scheduled to mature in less than three months. A
hypothetical 10% change in interest rates would not have a material effect on the fair value of our investment
portfolios.

Failure to comply with environmental regulations could harm our business.

As a company in the electronics manufacturing services industry, we are subject to a variety of environmental
regulations, including those relating to the use, storage, discharge and disposal of hazardous chemicals used during
our manufacturing process as well as air quality and water quality regulations, restrictions on water use, and storm
water regulations. We are also required to comply with laws and regulations relating to occupational safety and
health, product disposal and product content and labeling. Although we have never sustained any significant loss as
a result of non-compliance with such regulations, any failure by us to comply with environmental laws and
regulations could result in liabilities or the suspension of production. In addition, these laws and regulations could
restrict our ability to expand our facilities or require us to acquire costly equipment or incur other significant costs to
comply with regulations.

We own and lease some contaminated sites (for some of which we have been indemnified by third parties for
required remediation), sites for which there is a risk of the presence of contamination, and sites with some levels of
contamination for which we may be liable and which may or may not ultimately require any remediation. We have
obtained environmental insurance to reduce potential environmental liability exposures posed by some of our
operations and facilities. We believe, based on our current knowledge, that the cost of any groundwater or soi clean
up that may be required at our facilities would not materially harm our business, consolidated financial condition
and results of operations. Nevertheless, the process of remediating contamination in soil and groundwater at
facilities is costly and cannot be estimated with high levels of confidence, and there can be no assurance that the
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costs of such activities would not harm our business, consolidated financial condition and results of operations in
the future.

In general, we are not directly responsible for compliance with laws like Waste Electrical and Electronic
Equipment (WEEE) and Restrictions of Hazardous Substances (RoHS). However, some customers may require that
we take responsibility for the non-compliance risk of some or all of the components we procure for the customer
product. Solectron requires all of its suppliers to comply with all hazardous substance laws and regulations and
employs inventory management processes to mitigate non-compliance risk. Failure to have the capability of
delivering the products which comply with these present and future environmental laws and regulations could
restrict our ability to expand facilities, or could require us to acquire costly equipment or to incur other significant
expenses to comply with environmental regulations, and could impair our relations with our customers. Moreover,
to the extent we are found non-compliant with any environmental laws and regulations applicable to our activities,
we may incur substantial fines and penalties.

Our ongoing implementation of new enterprise resource planning (ERP) software and systems may cause
disruptions in our business operations.

The ongoing implementation of new ERP software and systems at various Solectron sites domestically and
internationally is a technically intensive process, requiring extensive testing, modifications, customization and
project coordination. We may experience disruptions in our business operations from time to time relating to these
implementation efforts or as a result of complications with the software or systems, and such disruptions may have a
material adverse effect on our business, consolidated financial condition and results of operations.

We may not be able to adequately protect or enforce our intellectual property rights and could become
involved in intellectual property disputes.

In the past we have been and may from time to time continue to be notified of claims that we may be infringing
patents, copyrights or other intellectual property rights owned by other parties. In the event of an infringement claim,
we may be required to spend a significant amount of money to develop a non-infringing alternative, to obtain licenses,
or to defend against the claim. We may not be successful in developing such an alternative or obtaining a license on
reasonable terms, if at all. Any litigation, even where an infringement claim is without merit, could result in substantial
costs and diversion of resources. Accordingly, the resolution or adjudication of inteliectual property disputes could
have a material adverse effect on our business, consolidated financial condition and results of operations.

Our ability to effectively compete may be affected by our ability to protect our proprietary information. We
hold a number of patents, patent applications, and various trade secrets and license rights. These patents, trade
secrets, and license rights may not provide meaningful protection for our proprictary manufacturing processes,
equipment innovations and products, or we might find it necessary to initiate litigation proceedings to protect our
inteliectual property rights, Any such litigation could be lengthy and costly and could harm our consolidated
fipancial condition.

Rating downgrades may make it more expensive for us to borrow money.

Our senjor unsecured debt has been rated as “B+" with a positive outlook by Standard and Poors and as *B1”
with stable outlook by Moody’s. These credit ratings are subject to change at the discretion of the rating agencies. If
our credit ratings were downgraded, it would increase our cost of capital should we borrow under our revolving lines
of credit, and it may make it more expensive for us to raise additional capital in the future. Such capital raising may
be on terms that may not be acceptable to s or otherwise not available. Any future adverse rating agency actions
with respect to our ratings could have an adverse effect on the market price of our securities, our ability to compete
for new business, our cost of capital, and our ability to access capital markets.

Unanticipated changes in our tax rates or in our exposure to additional tax liabilities could affect our
operating results and financial condition.
We are subject to income taxes both in the United States and various foreign jurisdictions. Our effective tax
rates could be adversely affected by changes in tax laws and increases in the percentages of our earnings from
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countries with higher tax rates, as well as other factors. If any of these changes were o occur, our income tax
provision, operating results and financial condition could be adversely affected.

We have received an examination report from the Internal Revenue Service proposing a tax deficiency in
certain of our tax returns, and the outcome may have a material adverse effect on our results of
operations and cash flows.

The Internal Revenue Service (“IRS”) and other tax authorities regularly examine our income tax returns. In
the quarter ended May 31, 2006, the IRS completed its field examination of the Company’s federal income tax
returns for fiscal years 2001 and 2002 and issued a Revenue Agent’s Report (*RAR”). The RAR is not a final
Statutory Notice of Deficiency, and we filed a protest during the quarter ended August 25, 2006 to protest certain of
the proposed adjustments with the Appeals Office of the IRS. The most significant of the disputed adjustments
relates to transfer pricing arrangements that the Company has with its foreign subsidiaries. We believe that the
proposed IRS adjustments are inconsistent with applicable tax laws, and that the Company has meritorious defenses
to the proposed adjustments.

In determining the adequacy of our provision for income taxes, we regularly assess the likelihood of adverse
outcomes resulting from tax examinations, including the IRS RAR for the fiscal years 2001 and 2002. Based upon
that assessment, Solectron may establish contingency reserves for income taxes in various jurisdictions. The
estimate of appropriate tax reserves is based upon the amount of prior tax benefit that might be at risk upon audit and
the reasonable estimate of the amount at risk. However, the ultimate outcome of the tax examination process is
always uncertain, including the total amount payable or the timing of any such payments upon resolution of these
issues. In addition, we cannot assure you that such amount will not be materially different than that which is
reflected in our historical income tax provisions and accruals. Should the IRS or other tax authorities assess
additional taxes as a result of a current or future examinations, we may be required to record charges to operations in
future periods that could have a material impact on the results of operations, financial position or cash flows in the
applicable petiod or periods recorded.

Item lb. Unresolved Staff Comments

None.




Item 2. Properties

The table below lists our facilities leased or owned as of August 31, 2006:

Square

Location Footage
Continuing Operations
Americas Region
Latin America
Brazil . ....... . i 233,000
MeXiCo, v v v v e e e 865,000
PuertoRico................. _ 164000

Total Latin America .. ....... 1,262,000
United States and Canada
Canada....... ... ciiueionn 768,000
California . . ................ 888,000
Georgia . ..o 8,000
Kentueky . ...... ..ot 310,000
Maryland .. ................ 6,000
Massachusetts .. ............. 75,000
Michigan . ....... ... ... 14,000
New Jersey . . ............... 164.000
North Carolina .............. 1,252,000
South Carolina .............. 313,000
Tennessee . . . ... ovviuninnns 275,000
Texas . . . oo i e 864,000

Total United States and

Canada ................ 4,937,000

Americas Region Total . .. ... 6,199,000
European Region
France .. ... viiiinnnn. . 334,000
Germany. .. ..o, 90,000
Hungary . ....... ... ... ... 301,000
Netherlands. . ............... 202,000
Romanmia................... 460,000
Scotland . .. ... .o 168,000
Sweden . ... 280,000
Turkey .o 75,000
United Kingdom . ............ 195,000

Primary Use

PCBA, Systems Integration, Repair & Refurbish, Design &
Engineering

PCBA, Systems Integration, Repair & Refurbish, Design &
Engineering

PCBA & Systems Integration

PCBA, Systems Integration, Repair & Refurbish, Design &
Engineering

NPI, PCBA, Systems Integration, Repair & Refurbish. Design &
Engineering

Office

Repair & Refurbish

Office

PCBA

Office

Systems Integration

PCBA, Systems Integration, Repair & Refurbish, Design &
Engineering

Systems Integration, Design & Engineering

Repair, & Refurbish

PCBA, Systems Integration, Repair & Refurbish, Design &
Engineering

PCBA, Systems Integration, Repair & Refurbish, Design &
Engineering

PCBA & Systems Integration, Design and Engineering
PCBA & Systems Integration, Repair & Refurbish

Repair & Refurbish, Office

PCBA & Systems Integration, Design and Engineering
PCBA & Systems Integration, Design and Engineering
PCBA & Systems Integration, Design and Engineering
PCBA & Systems Integration

Repair & Refurbish, Enclosures, Parts Management, Design &
Engineering
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Square

Location Footage Primary Use
European Region Total . . . . .. 2,105,000
Asia Region
Australia, .. ... .. L 133,000  Repair & Refurbish
China.............. . ...... 1,253,000 PCBA, Systems Integration, Repair & Refurbish, Design &
Engineering
India . ......... .. . ... 51.000 PCBA, Repair & Refurbish
Indonesia .................. 165,000 PCBA & Systems Integration
Japan .. ..ol 260,000  NPI, PCBA, Systems Integration, Repair & Refurbish, Design &
Engineering
Malaysia. . ................. 1.032.000 PCBA & Systems Integration, Design & Engineering
Singapore . . ...... ... 423,000 PCBA, Systems Intcgration, Repair & Refurbish, Design &
Enginecring
TAAWM . oo e 3000 Office
Asia Region Total . . ........ 3,320,000
Total Facilities in Use . . ... .. 11,624,000
Total Restructured
Facilities* . ... ... ....... 1,633,000

* These facilities ure excluded from the list above as they are closed or are in the process of closing as of August 31,
2006.

Item 3. Legal Proceedings

Solectron is from time to time involved in various litigation and legal matters arising in the normal course of its
business operations. Management believes that the final resolution of these matters will not have a material adverse
effect on the Company's consolidated financial position, cash flows, or results of operations. By describing any
particular matter. Solectron does not intend to imply that it or its legal advisors have concluded or believe that the
outcome of any of those particular matters is or is not likely to have a material adverse impact upon Solectron’s
consolidated financial position, cash flows or results of operations.

Solectron has settled the previously reported shareholder class action lawsuit entitled Abrams v. Solectron
Corporation et al., Case No, C-03-0986 CRB, filed in the United States District Court for the Northern District of
California, on terms not considered to be material to Solectron, Court approval of the settlement terms was obtained
on March 3, 2000.

Item 4. Submission of Matters to a Vote of Security Holders

No matters were submitted to a vote of security holders during the fourth quarter of the fiscal year covered by
this report.
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Executive Officers of Solectron

Our executive officers and their ages as of August 31, 2006 are as follows:

Name Age Position

Michael R. Cannon . .. ............. 53  President and Chief Executive Officer

Douglas Britt. .. ..... ... ....... .. 41  Executive Vice President, Sales and
Account Management

Todd DuChene .. ............. . ... 43 Executive Vice President, General Counsel and
Secretary

Craiglondon .................... 60 Executive Vice President, Global Services

Marty Neese . ............... . ..., 44  Executive Vice President, Operations

KevinO'Connor . ................. 47 Executive Vice President and Chief Administrative
Officer

DavidPurvis. .. .................. 54 Executive Vice President and Chief Technical
Officer

Paul Tufano. . .................... 53 Executive Vice President and Chief Financial
Officer

Perry G.Hayes . .................. 53 Senior Vice President, Treasurer and Investor
Relations

Warren J. Lagan. . ... ... ... .o 53 Senijor Vice President and Chief Accounting Officer

Mr. Cannon joined Solectron in January 2003 as president and CEO and as a director on the company’s board
of directors and has more than 25 years of manufacturing and technology experience. Prior to joining Solectron,
Mr. Cannon was president, CEO and a director of Maxtor Corporation, a leading global provider of hard-disk drives
and storage systems. Previously, Mr. Cannon was with IBM’s Storage Systems Division, where he held several
senior leadership positions, including vice president of the Personal Storage Systems Division. vice president of
product design and vice president of worldwide manufacturing. Prior to IBM, Mr. Cannon worked at several
companies in the disk-drive industry, including Control Data Corporation’s Imprimis Technology spin-off.
Mr. Cannon began his career at The Boeing Company, where he held engineering and management positions
in the Manufacturing Research and Development Group. Mr. Cannon studied mechanical engineering at Michigan
State University and completed the Advanced Management Program at Harvard Business School.

Mr. Britt joined Solectron in 2000 with extensive experience in supply chain and sales management. As
executive vice president, sales and account management, Mr. Britt leads Solectron’s worldwide sales organization
in growing business globally, building customer relationships and overseeing the company’s account-related
activities. Prior to this role, he was senior vice president of corporate accounts and. prior to that position, vice
president of supply chain operations. Mr. Briit came to Solectron from Future Electronics Corporation. where he
was the regional vice president for the company’s northern California division. Previously, Mr. Britt held
management positions with Sterling Electronics and Passive Technology Sales, Inc. Mr. Britt studied international
business at the University of London, and holds a bachelor’s degree in business administration from California State
University, Chico.

Mr. DuChene joined Solectron in 2005 with more than 17 yeurs of legal experience. As executive vice
president, general counsel and secretary, Mr. DuChene is responsible for all Solectron legal. regulatory and
governmental affairs. Prior to Solectron, from 1996 to March 2005, he served as an executive officer of Fisher
Scientific International Inc., manufacturer and distributor of scientific research, healthcare and safety products,
most recently as senior vice president, corporate development, chief legal officer and secretary. Prior to that,
Mr. DuChene was senior vice president, general counse! and secretary of OfficeMax, Inc., a retailer. Previously,
Mr. DuChene was a lawyer with the national law firm of Baker & Hostetler, in the firm’s Cleveland office.
Mr. DuChene holds a bachelor’s degree in political science from the College of Wooster and a J.D. from the
University of Michigan Law School.

Mr. London joined Solectron in 2002 with nearly 30 years of sales, marketing and engineering management
experience in the electronics industry. As executive vice president of Solectron Global Services, Mr. London is
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responsible for this business unit that offers repair, logistics, parts management, remarketing and field based
services. Previously, Mr. London was executive vice president and president of Solectron’s Technology Solutions
business unit. Mr. London came to Solectron from Safeguard Scientifics, Inc., a diversified information technology
company that identifies, develops and operates emerging technologies, where he served as an exccutive officer and
managing director, Technology Product companies. Previously, he was president and chief executive officer of Diva
Communications, Inc., a wireless communications equipment manufacturer. Mr. London also held executive
management positions in sales, service and operations in the United States and Asia during his eight years with
Nortel Networks. He also held various management positions at Rockwell International Telecommunications,
Electronic Systems Associates, Pacific Telephone and AT&T. Mr. London holds a master’s degree in business
administration from Pepperdine University and a bachelor’s degree in physics from the University of California,
Berkeley.

Mr. Neese joined Solectron in 2004 with more than 15 years of sales, account management and operational
leadership experience in the electronic manufacturing services industry. As executive vice president of Operations,
Mr. Neese is responsible for worldwide global manufacturing, materials management and new product introduc-
tion. Prior to this role, Mr. Neese was Solectron’s executive vice president of Program Management and Supply
Chain Solutions. Mr. Neese came to Solectron from Sanmina-SCl, where he served as vice president of Worldwide
Sales Operations. He was responsible for all customer-relationship activities, including sales, margins, quotations/
proposals and customer retention. Prior to that position, Mr. Neese led Sanmina-SCI’s program management
activities. Mr. Neese arrived at Sanmina-SCI by way of Jabil Circuit, Inc., where he served as an SMT line
production manager and director of Business Development. Previously, Mr. Neese served in the U.S. Army as a
battery commander and battalion supply and logistics officer. Mr. Neese holds a master’s degree in business
administration from the University of Florida and a bachelor’s degree in quantitative business systems from the
U.S. Military Academy at West Point.

Mr. O’Connor joined Solectron in 2002 and has more than 25 years of experience in human resources. As
executive vice president, and chief administrative officer, he is responsible for Solectron’s corporate human
resources program and infrastructure to support the needs of the corporation and its business units, corporate
communications and corporate security. Before joining Solectron, Mr. O'Connor served as senior vice president,
human resources for Axcelis Technologies. Prior to Axcelis, Mr. O’Connor served as vice president, global human
resources for lomega Corporation. Before lomega, he held a variety of senior human resources roles for Dell
Computer, Frito-Lay (a division of PepsiCo) and Sperry Flight Systems. Mr. O’Connor holds a degree in
management with an emphasis in industrial relations from Arizona State University.

Mr. Purvis joined Solectron in 2003 and has more than 30 years of experience in engineering and technology
management. As executive vice president and chief technical officer, Mr. Purvis is responsible for Solectron’s
product design and engineering, Solectron’s Enclosures business and Solectron’s Quality function. Prior to
Solectron, Mr. Purvis served as chief technology officer with John Deere, where he led the engineering, information
technology and corporate quality functions for the agricultural and forestry equipment manufacturer. Previously,
Mr. Purvis spent more than 16 years with Allied Signal/Honeywell in a variety of senior design and engineering
roles in the aerospace and automotive industries, including vice president of engineering for Honeywell’s
Aerospace Electronics Systems Business. Mr. Purvis also has experience with electronics in the industrial, medical
and analytical industries through several management and technology related positions with Monsanto, Fermi
National Accelerator Laboratory, Packard Instruments and Alistate Insurance Company. Mr. Purvis holds a
bachelor’s degree in applied mathematics from the University of linois.

Mr. Tufano joined Solectron in January 2006 with more than 25 years of extensive financial and management
experience. As chief financial officer, Mr. Tufano leads our finance and investor relations and information
technology activities. Prior to Solectron, Mr. Tufano served in several executive leadership roles at Maxtor
Corporation, including chief executive officer, chief operating officer and chief financial officer from 1996 to 2004.
From 1979 to 1996, Mr. Tufano held a variety of management positions at International Business Machines
Corporation (IBM). He served as manager of worldwide logistics for IBM’s storage systems division, manager of
plans and controls for IBM’s desktop and mobile storage products business unit, and controller for IBM’s San Jose,
California facility. Mr. Tufano also serves on the board of Teradyne, a leading supplier of automatic test equipment.
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Mr. Tufano holds a bachelotr’s degree in economics from St, John’s University and a master of business degree from
Columbia University.

Mr. Hayes joined Solectron in 1999 with extensive financial and management experience in the technology
and banking industries. As senior vice president, investor relations and treasurer, Mr. Hayes is responsible for
financing and capital market activities, as well as corporate liquidity and risk management. He also manages
Solectron’s interaction with investors, institutional shareholders, financial analysts and credit rating agencics. Prior
to Solectron, Mr. Hayes held senior treasury positions with Dell Computer and AirTouch Communications, [nc. He
also has more than 10 years of international finance and banking experience as a vice president with Bank of
America, working out of that company’s San Francisco, London and New York locations. Mr, Hayes holds a
master’s degree in international business from the University of South Carolina.

Mr. Ligan joined Solectron in 2000 with more than 20 years of extensive financiat and management
experience. As senior vice president and chief accounting officer, Mr. Li gan is responsible for corporate accounting:
tax; external reporting: and the company’s financial shared services. Prior to this role, Mr. Ligan served as vice
president. global taxation. managing Solectron’s global tax position. Mr. Ligan came to Solectron from Chiquita
Brands International, where as senior vice president and chief financial officer he oversaw all corporate financial
functions, as well as purchasing and IT. Before Chiquita, Mr. Ligan held a variety of financial and tax management
positions with the Monsanto Company and its subsidiary G.D. Searle & Co.. The Upjohn Company. Coopers &
Lybrand, and Football News Co. He began his career in the corporate accounting departiment of Chrysler
Corporation. Mr. Ligan holds a bachelor’s degree in business administration from the Walsh College of Accoun-
tancy & Business Administration, and a law degree from the Detroit College of Law. He also holds a master's of law
degree in taxation from DePaui University.

There is no family relationship among any of the executive officers.

PART II
Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities
Common Stock Information

The following table sets forth the quarterly high and low per share sales prices of our common stock for the
fiscal periods reported. as quoted on the New York Stock Exchange under the symbol “SLR.”

Year Ended August 31

2006 2008
High Low High Low
Fourthquarter. .. .. ... ... .. . . .. . . . . $3.70 3281 $4.40 $3.50
Third quarter. . ..... ... . .. ... . $403 3351  $5.10 $3.08
Secondquarter . ... ... ... ... $3.93  $350 $6.69 $4.62
Firstquarter ...... .. ... ... ... .. . 406 $340 $6.20 $4.78

We have not paid any cash dividends since our inception and do not intend to pay any cash dividends in the
foreseeable future. Covenants contained in our debt financing agreements allow the payment of cash dividends,
subject to certain conditions. As of October 31, 2006, there were 6,709 stockholders of record based on data
obtained from our transfer agent.




Issuer Purchases of Equity Securities

On November [, 2005, Solectron’s Board of Directors approved a stock repurchase program whereby the
Company is authorized to repurchase up to $250 million of the Company’s common stock pursuant to a 10b5-1
trading plan. Solectron commenced this $250 million repurchase program at the end of the quarter ended
February 28, 2006. During the fourth fiscal quarter of 2006, Solectron repurchased 7.9 million shares of its
common stock at an average price of $3.20 per share for approximately $25.2 million.

The following table summarizes the company’s repurchases of its common stock during the quarter ended
August 31, 2006 (in millions, except for per share price):
Total Number of Shares  Approximate Dollar Value of

Total Number Purchased as Part of Shares that May Yet be
of Shares Average Price Publicly Announced Purchased Under the
Period Purchased Paid per Share Plans or Programs Plans or Programs
June 2006 ...... 2.2 $3.45 9.1 $216.0
July 2006....... 24 $3.19 11.5 $208.4
August 2006 . . .. 33 $3.04 14.8 $198.4

As of August 31, 2006, Solectron had committed to repurchase an additional 0.4 million shares for
approximately $1.2 million, which settled subsequent to August 31, 2006.
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Item 6. Selected Financial Data

The following selected historical financial information of Solectron has been derived from the historical
consolidated financial statements and should be read in conjunction with the consolidated financial statements and
the notes included therein. For further discussion of factors that could affect comparability of these consolidated
financial statements, see the notes following the table,

Consolidated Statement of Operations Data (in millions, except per share data)
Twelve Months Ended August 31

2006 2005 2004 2003 2002
Netsales ..o i e $10,560.7  $10,441.1  $11,6383  $9.8283  $10,738.7
Costofsales. ............. . i 10,013.1 9,868.8 11,068.6 9,388.4 10,234.8
Grossprofit .. ... ... i 547.6 572.3 569.7 4399 503.9
Operating expenses:
Selling, general and administrative ...... 4333 412.8 446.7 566.9 061.4
Restructuring and impairment costs(1). . .. 14.0 91.1 1779 604.8 787.7
Goodwill impairment costs(2) .. ........ — — — 1,620.1 2,500.0
Operating income (loss). . ... ........ 100.3 68.4 549y  (2,351.9) (3,445.2)
Interest and other income (expense) ....... 16.8 (63.2) (210.8) (131.5) (74.1)
Income (loss) from continuing operations
before income taxes .. ............... 117.1 5.2 2657y (24834) (3,519.3)
Income tax (benefit) expense ............ {1.3) 15.7 (3.3) 525.5 (450.0)

Income (loss) from continuing
operations . . ....... ... $ 1184 § (105 § (2624) $(3,0089) $(3,069.3)

Discontinued operations:
Income (loss) from discontinued operations . . $ 156 % 168 § 937 $ (331.7y $ (59.h)

Income tax expense (benefit). . ........... — 2.9 8.7 112.0 (18.7)

Income (loss) on discontinued operations. . 15.6 13.9 85.0 (443.7) (40.4)
Income (loss) before cumulative effect of

change in accounting principle ......... 134.0 34 (1774) (3.452.6) (3,109

Cumulative effect of change in accounting

principle, net. . ... ... (0.8) — - — —

Net income (l0S8) . .. v oo v vieiin $ 1332 % 34 % (1774) $(3.452.6) $(3,1097)
Basic net income (loss) per share:
Continuing operations. . ................ $ 013 $ (@O $ (030 $ (363 $§ (393
Discontinued operations .. .............. 0.02 0.01 0.10 (0.54) (0.05)
Basic net income (loss) per share . ........ $ 015 $ — % (0200 & @1 % (398
Diluted net income (loss) per share:
Continuing operations. . . ............... $ 013 % OO $§ (030 § (3.63) § (393
Discontinued operations .. .............. 0.02 0.01 0.10 (0.54) (0.05)
Diluted net income (loss) per share .. ...... $ 015 % — % 200 $ @I $ (398
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Consolidated Balance Sheet Data (in millions)*:

August 31
2006 2005 2004 2003 2002
Working capital’ . ... ... ... $2.047.5 $2,0004 $2476.8 $1,6966 $ 3,652.8
Total ASSeTS. o« o oo oo 53736 52578 58640 65703  10,990.0
Long-term debt. . . ... ...oennn.. 619.4 5409 12214 18169 3,180.2
Stockholders” equity .. . ..o inn $2.413.7  $2.4442 . $24189 $1471.7 $ 47714

* Continuing and discontinued operations

(1) Restructuring and impairment costs consist of the following:

« 2006 — (a) $12.9 million of impairment charges resuiting from the impairment of certain long-lived assets,
(b) $1.9 million of charges related to intangible assets, {c) $10.8 million reversal of restructuring charges
resulting from a reduction in severance provision, and (d) a $10.0 million restructuring charge for facilities
and other exit costs.

« 2005 — (a) $55.2 million of restructuring charges, principally arising from the Fiscat Year 2005 Restruc-
turing Plan to consolidate facilities, reduce the workforce in Europe and North America, and impair certain
long-lived assets, and (b) a $35.9 million impairment due to non-cash charges in connection with the sale of a
tacility in Japan.

« 2004 — (a) $130.4 million of restructuring charges and (b) a $47.5 million impairment of an intangible asset
arising from our disengagement from certain product lines.

» 2003 — (1) $433.1 million of restructuring charges and (b} $171.7 million of impairment charges as the
result of reduced expectations of sales to be realized under certain supply agreements.

» 2002 — (a) $596.5 million of restructuring charges and (b) $191.2 miltion of impairment charges as the
result of reduced expectations of sales to be realized under certain supply agreements.

(2) Goodwill impairments of approximately $1.6 billion and $2.5 billion were recorded in FY 2003 and FY 2002,
respectively, us a result of significant negative industry and economic trends impacting Solectron’s operations
and stock price.

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion should be read in conjunction with our consolidated financial statements and the
notes related to those consolidated financial statements contained in Part 11, Item 8, “Consolidated Financial
Statements and Supplementary Data™ of this Form 10-K.

Overview

We provide a full runge of global electronics manufacturing and supply-chain management services to the
world’s leading technology, automotive, industrial and medical device firms.

Sales to a relatively small number of customers historically have made up a significant portion of our net sales
and we expect that trend to continue in the future. Sales to our ten largest customers accounted for 61.4%, 61.6%,
and 59.8%, for fiscal 2006, 2005, and 2004, respectively. Currently, our largest customer, Cisco Systems, accounted
for 10% or more of our net sales for fiscal 2006, 2005 and 2004. Also. Nortel Networks accounted for 10% or more
of our net sales for fiscal 2003.
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Summary of Results

The following table sets forth, for the three year periods indicated, certain key operating results and other
financial information (in millions):

Years Ended August 31

2006 2005 2004
Net Sales . . .ot e e $10,560.7 $10,441.1 $11.638.3
Grossprofit. . ... ... 547.6 5723 569.7
Selling, general and administrative expense . ............. 4333 412.8 446.7
INerest INCOIMIE . . . ..ottt et it nas e e 47.0 38.8 5.1
Interest expense. . .. ... ... (28.5) (56.5) (145.3)
Income (loss) from continuing operations. . ... ........... $ 1184 % (105 % (2624

Net sales for fiscal 2006 increased 1.1% to $10.6 billion compared to $10.4 billion for fiscal 2005. The increase
in net sales in fiscal 2006 when compared to fiscal 2005 is primarily due to a $124.2 million or 5.5% increase in
computing and storage end market revenues resulting from an increase in consumer demand for computer servers.
In addition. primarily attributable to an increase in sales of semiconductor manufacturing equipment. industrial
sales revenue increased by $299.1 million or 48.4% when compared to the corresponding period in fiscal 2005.
Revenue from the networking market increased by $147.2 million or 5.6% during fiscal 2006 when compared to the
corresponding period in fiscal 2005. Partially offsetting these revenue increases for the year was a decrease in the
consumer end market of $399.2 million or 27.9% largely due to a drop in cellular handset sales. Net sales for fiscal
2005 decreased 10.3% to $10.4 billion compared to $11.6 billion for fiscal 2004,

Net sales for fiscal 2005 decreased 10.3% to $10.4 billion compared to $11.6 billion for fiscal 2004. The
decrease was in most end-markets, with the exception of the networking and automotive end-markets, which
increased 3.8% and 9.9% respectively. Specific decreases include a 36.2% decrease in sales of consumer products; a
9.8% decrease in sales of computing and storage; a 5.5% decrease in sales of communication products; and a 2.5%
decrease in industrial products. When comparing fiscat 2005 to fiscal 2004, the consumer end-market decreased by
$0.8 billion which was primarily driven by a significant drop in demand for 3G cellular handsets and set-top boxes.
In addition, set-top box businesses were adversely impacted due to existing products reaching end-of-life and newer
model programs not yet ramping sufficiently to replace the revenue decline. The computing end-market decreased
by $0.3 billion, primarily as a result of the disengagement from certain low-margin programs. The communication
market decreased by $0.1 billion primarily as a result of seasonality and product transfers

Our gross profit percentages were 5.2%, 5.5%, and 4.9% for fiscal 2006, 2005 and 2004, respectively. The
decrease in gross profit percentage from 5.5% in fiscal 2005 to 5.2% in fiscal 2006 was primarily due to zero margin
component sales, an increase in freight costs, compensation expense from the adoption of SFAS 123R and an
increase in ramp costs resulting from the acquisition of new business. Offsetting these costs were gross profit
improvements resulting from the execution of our Lean Six Sigma manufacturing initiative (“Lean Initiative™), and
increased discipline in the implementation of our quote process. The Lean Initiative has continued to give us
improved flexibility, quality, and operational effectiveness and efficiency. The Lean Initiative encompasses
identifying value more effectively. In general, the Lean Initiative in our manufacturing environment seeks to
provide customers with what they require by using human effort, equipment, time and space more efficiently.

Selling, general and administrative (SG&A) expense (including research and development costs) increased in
fiscal 2006 when compared to fiscal 2005 and decreased when compared to fiscal 2004. SG&A expense was 4.1%,
4.0%, and 3.8% as a percentage of net sales for fiscal 2006, 2005, and 2004, respectively. In absolute dollars,
SG&A has decreased as a result of our cost reduction initiatives, restructuring activities and divestures.

Interest income increased in fiscal 2006 due to higher interest rates.

We have made significant progress in reducing our interest expense during the year ended August 31, 2006 and
August 31, 2005 as a result of redemptions and settlements of our debt. In fiscal 2006, we settled all of the
$150.0 million aggregate principal amount outstanding of our 7.375% unsubordinated notes. In fiscal 2005, we
completed the redemption of all of the $500 million aggregate principal amount outstanding of our 9.625% senior
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notes. [n fiscal 2004, we completed the early settlement of approximately 94% of our outstanding ACES and the
cash settlement of $950.0 miltion of our outstanding LYONs™. Our debt to capital ratio was 23% and 22% at the end
of fiscal 2006 and fiscal 2005, respectively. The debt-to-capital ratio is calculated as total debt divided by total debt
plus total shareholders’ equity. Our short-term and current portion of tong-term debt at August 31, 2006 is
$89.5 million and our remaining long-term debt is $619.4 million.

Key Performance Indicators

Management regularly reviews the following financial performance indicators to assess the Company’s
operating resulis. The following table sets forth, for the quarterly periods indicated, certain of management’s key
financial performance indicators.

Three Months Ended

August 31, May 31, February 28, November 30,
2006 2006 2006 2005
INVENIory fUINS. . . ..o oo vee v ian 7.3 turns 7.2 turns 7.4 turns 8.0 turns
Days sales outstanding (DSO). ... ........ 43 days 42 days 44 days 45 days
Days payable outstanding (DPO) . ........ 53 days 54 days 54 days 53 days
Cash-to-cash cycle (C2C). ... ... ... 39 days 38 days 40 days 37 days
Capital expenditures (in millions) .. ....... 3 409 % 460 % 50.7 h 589
Three Months Ended
August 31, May 31, February 28, November 30,
2005 2005 2005 2004
INVentory tUMS. . ... v e v encnnnee e 7.9 turns 8.1 turns 7.9 turns 7.1 turns
Days sales outstanding (DSO). ........... 46 days 46 days 46 days 50 days
Days payable outstanding (DPO) ......... 54 days 50 days 48 days 50 days
Cash-to-cash ¢ycle (C2C). . ... ... ..o 38 days 41 days 44 days 51 days
Capital expenditures (in millions) . . ....... $ 484 & 359 § 341 $ 320

Inventory turns is calculated as the ratio of cost of sales compared to the average inventory for the quarter. The
degradation in inventory turns during fiscal 2006 was primarily the result of the acquisition of inventory related to
new program wins. DSO is calculated as the ratio of average accounts receivable, net, for the quarter ¢compared to
daily net sales for the quarter. DPO is calculated as the ratio of average accounts payable during the guarter
compared to daily cost of sales for the quarter. The C2C cycle is determined by taking the ratio of 360 days
compared to inventory turns plus DSO minus DPO. In fiscal 2006, total C2C has remained largely flat, however, the
component make-up has changed since the fourth quarter of fiscal 2005. During fiscal 2006, inventory turns and
DPO have deteriorated while DSO has improved. Capital expenditures are primarily related to equipment purchases
supporting increased demand in certain products, new programs and information technology projects.

Critical Accounting Policies and Estimates

Management is required to make judgments, assumptions and estimates that affect the amounts reported when
we prepare consolidated financial statements and related disclosures in conformity with generaily accepted
accounting principles in the United States. Note I, “Summary of Significant Accounting Policies,” to the
consolidated financial statements in this Annuat Report on Form 10-K describes the significant accounting policies
and methods used in the preparation of our consolidated financial statements. Estimates are used for, but not limited
to, our accounting for revenue recognition, inventory valuation, allowance for doubtful accounts, goodwill,
intangible assets, restructuring and related impairment costs, income taxes, loss contingencies and stock-based
compensation. Actual results could differ from these estimates. The following critical accounting policies are

(™) Trademark of Merrill Lynch & Co. Inc.
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impacted significantly by judgments, assumptions and estimates used in the preparation of our consolidated
financial statements.

Revenue Recognition

Solectron principally generates revenues from the manufacture of products for customers, the repair of both in-
warranty and out-of-warranty products, and the provision of supply chain services. The Company also derives
revenues from sales of certain inventory, including raw materials, to customers who reschedule, amend or cancel
purchase orders after we have procured inventory to fulfill their purchase orders. The Company recognizes
manufacturing revenue, net of estimated product return costs, generally, upon shipment of goods to customers and
in certain cases when the goods are received by its customer, title and risk of ownership have passed, the price to the
buyer is fixed or determinable and recoverability is reasonably assured. Generally, there are no formal customer
acceptance requirements related to manufacturing services. If such requirements or obligations exist, then the
Company recognizes revenues at the time when such requirements are completed and the obligations are fulfilled.
The Company recognizes service revenue when the services have been performed, and the related costs are
expensed as incurred.

We record reductions to revenue for customer incentive programs in accordance with the provisions of
Emerging Issues Task Force (EITF) Issue No. 01-09, “Accounting for Consideration Given from a Vendor to a
Customer (Including a Reseller of the Vendor’s Products).” Such incentive programs include premium payments
and rebates. Premium payments are up-front payments to customers at program inception, made as a part of a
competitive bidding arrangement, and sometimes in lieu of acquiring manufacturing assets and workforce from the
customer. Premium payments are recognized either up-front or over time based on the terms of the customer
agreement. In order (o recognize a premium over time, the customer agreement must clearly state that we are
entitled to a refund of the premium payment from the customer, either pro rata or otherwise, if certain production
levels are not achieved. Where such contractual recovery provisions exist, we believe that a probable future
economic benefit exists and, thus, establish an asset, which is amortized against revenue as product or service
delivery occurs under the contract. When the contractual recovery provisions do not exist, we record the premium
payment as an immediate up-front reduction of revenues. For those incentives that require the estimation of future
sales, such as for rebates, we use historical experience and internal and customer data to estimate the sales incentive
at the time revenue is recognized. In the event that the actual results of these items differ from the estimates,
adjustments to the sales incentive accruals are recorded. To date, these adjustments have not been material.

From time-to-time, Solectron includes an extended warranty at the time of product shipment. The revenue
associated with the extended warranty is deferred and recognized over the extended warranty period.

Certain customer arrangements require evaluation of the criteria outlined in EITF Issue No. 99-19, “Reporting
Revenue Gross as a Principal Versus Net as an Agent,” in determining whether it is appropriate to record the gross
amount of sules and related costs or the net amount earned as commissions. Generally, when Solectron is primarily
obligated in a transaction, is subject to general and physical inventory risk, has latitude in establishing prices, has
discretion in selecting suppliers, changes the product or performs the service, is involved in the determination of
product or service specifications, and has credit risk, or has several but not all of these indicators, revenue is
recorded gross. If several of these indicators are not present, Solectron generally records the net amounts as
commissions earned. For example, in a situation where a customer retains ownership of the materials utilized in
their products, Solectron would generally only recognize revenue on a net basis.

Inventory Valuation

Our inventories are stated at the lower of weighted average cost or market. Our industry is characterized by
rapid technological change, short-term customer commitments and rapid changes in demand, as weli as other
factors that may influence the recoverability of inventories. We make provisions for estimated excess and obsolete
inventory based on our regular reviews of inventory quantities on hand and the latest forecasts of product demand
and production requirements from our customers. Our provisions for excess and obsolete inventory are also
impacted by our contractual arrangements with our customers including our ability or inability to re-sell such
inventory to them. If actual market conditions or our customers’ product demands are less favorable than those
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projected or if our customers are unwilling or unable to comply with any contractual arrangements related to excess
and obsolete inventory, additional provisions may be required. if an additional 0.2% to 0.5% of our inventory were
determined to be excess and obsolete at August 31, 2006, our fiscal 2006 gross profit and operating income from
continuing operations before income taxes would have each decreased by $3.0 million to $7.6 million.

Allowance for Doubtful Accounts

r

Another area of judgment affecting reported revenue and net income is management’s estimate of receivables
that will ultimately be collected. We evaluate the collectibility of our accounts receivable based on a combination of
factors. This risk is mitigated by (i) sales to well-established companies, (ii) ongoing credit evaluation of our
customers. and (iii) frequent contact with our customers, especially our most significant customers, which enables
us to monitor current changes in business operations and to respond accordingly. When we are aware of
circumstances that may impair a specific customer’s ability to meet its financial obligations to us, we record a
specific allowance against amounts due to us and thereby reduce the net receivable to the amount we reasonably
believe is likely to be collected. For all other customers, we recognize allowances for doubtful accounts based on the
length of time the receivables are outstanding, industry and geographic concentrations, the current business
environment and our historical experience. If the financial condition of our customers deteriorates or if economic
conditions worsen, additional allowances may be required. Using this information, management reserves an amount
that is believed to be uncoliectible. Based on management’s analysis of uncollectible accounts, reserves totaling
$14.5 million or 1.0% of the gross accounts receivable balance were established at August 31, 2006, compared with
$22.3 million or 1.9% of the gross accounts receivable balance at August 31, 2005.

Goodwill

In accordance with Statement of Financial Accounting Standards (“SFAS™) No. 142, “Goodwill and Other
Intangible Assets” (“SFAS No. 1427), we review the carrying amount of goodwill for impairment on an annual basis
during the fourth quarter (as of June 1). Additionally, we perform an impairment assessment of goodwill whenever
events or changes in circumstances indicate that the carrying value of goodwill may not be recoverable. Significant
changes in circumstances can be both internal to our strategic and financial direction, as well as changes to the
competitive and economic landscape. We have determined that there is a single reporting unit for the purpose of
goodwill impairment tests under SFAS No. 142. For purposes of assessing the impairment of our goodwill, we
estimate the value of the reporting unit using our market capitalization as the best evidence of fair value. This fair
value is then compared to the carrying value of the reporting unit. If the fair value of the reporting unit is less than its
carrying value, we then atlocate the fair value of the unit to all the assets and liabilities of that unit (including any
unrecognized intangible assets) as if the reporting unit’s fair value was the purchase price to acquire the reporting
unit. The excess of the fair value of the reporting unit over the amounts assigned to its assets and liabilities is the
jmplied fair value of the goodwill. If the carrying amount of the reporting unit's goodwill exceeds the implied fair
value of that goodwill, an impairment loss is recognized in an amount equal to that excess. The process of evaluating
the potential impairment of goodwill is subjective and requires judgment at many points during the test including
future revenue forecasts. discount rates and various reporting unit allocations.

Impairment of Long-Lived Assets

Solectron evaluates long-lived assets, such as property, plant and equipment and intangible assets obtained in
acquisitions such as supply agreements, intellectual property, and contractual — non-contractual customer rela-
tionships for impairment whenever events or changes in circumstances indicate the carrying value of an asset may
not be recoverable in accordance with Statement of Financial Accounting Standards ("SFAS™) No. 144, “Account-
ing for the Impairment or Disposal of Long-Lived Assets” (“SFAS 144”). When conducting our impairment
analysis, assets are grouped at the lowest level for which identifiable cash flows are largely independent of the cash
flows of other groups of assets or liabilities. Intangible assets subject to impairment testing whenever events or
changes in circumstances indicate total $16.3 million as of August 31, 2006, We assess the fair value of the assets
based on the undiscounted future cash flow the assets are expected to generate and recognize an impairment loss
when estimated undiscounted future cash flow expected to result from the use of the asset plus net proceeds
expected from disposition of the asset, if any, are less than the carrying value of the asset. When we identify an
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impairment, we reduce the carrying amount of the asset to its estimated fair value based on a discounted cash flow
approach, or, when available and appropriate, to comparable market values. There is significant judgment involved
in determining these cash flows.

Restructuring and Related Impairment Costs

Over the past few years, we have recorded restructurin g and impairment costs as we rationalized our operations
in light of customer demand declines and the economic downturn. These measures. which included reducing the
workforce. consolidating facilities and changing the strategic focus of a number of sites, were largely intended (o
align our capacity and infrastructure to anticipated customer demand and transition our operations to lower cost
regions. These restructuring measures were undertaken in accordance with restructuring plans that were reasonable,
probable and unlikely of significant change at the time of plan establishment. These restructuring and impairment
costs include employee severance and benefit costs, costs related to leased facilities abandoned and subleased,
impairment of owned facilities no longer used by us which will be disposed. cosis related to leased equipment that
has been abandoned, and impairment of owned equipment that will be disposed. For owned facilities and
equipment, the impairment loss recognized was based on the fair value less costs to sell, with fair value estimated
based on existing market prices for similar assets.

Severunce and benefit costs have been recorded in accordance with SFAS No. | 12, “Employer’s Accounting
for Postemployment Benefits,” as we concluded that we had a substantive severance plan based on past restruc-
turing actions in many of the geographies in which we operate. These costs are recognized when Solectron
management has committed to a formal restructuring plan and the severunce costs are probable and estimable. We
apply the provisions of SFAS No. 146, “Accounting for Costs Associated with Exit or Disposal Activities” relating
to one-time termination benefits to both (1) severance activities in geographies where we do not have a substantive
severance plan and (2) situations in which the severance benefits offered to employees within a given geography are
in excess of those offered under prior restructuring plans. Severance costs accounted for under SFAS No. 146 arc
recognized when Solectron management having the appropriate authorization has committed 10 a restructuring plan
and communicated those actions to employees. Our estimate of severance and benefit costs assumptions are
subjective as they are based on estimates of employee attrition and assumptions about future business opportunities,

In accordance with SFAS No. 146, the estimated lease loss accrued for leased facilities abandoned and
subleased after December 31, 2002 represents the fair value of the lease liability as measured by the present value of
future lease payments subsequent to abandonment less the present value of any estimated sublease income. For
those facilities abandoned and subleased before I anuary [, 2003, as part of restructuring activities under EITF Issue
No. 94-3, “Liability Recognition for Centain Employee Termination Benefits and Other Costs to Exit an Activity™,
the estimated lease loss represents payments subsequent to abandonment less any estimated sublease income. In
order to estimate future sublease income, we work with real estate brokers to estimate the length of time untii we can
sublease a facility and the amount of rent we can expect to receive. Estimates of expected sublease income could
change based on factors that affect our ability to sublease those facilities such as general economic conditions and
the real estate market, among others.

Other exit costs include costs to consolidate facilities or close facilities and relocate employces. A ltability for
such costs is recorded at its fair value in the period in which the liability is incurred,

At each reporting date, we evaluate our accruals for exit costs und employee separation costs to ensure the
accruals are still appropriate. In certain circumstances, accruals are no longer required because of efficiencies in
carrying out the plans or because employees previously identified for separation resigned and did not receive
severance or were redeployed due to circumstances not foreseen when the original pluns were initiated. 1f necessary,
we reverse accruals through the income statement line item entitled “restructuring and impairment costs”, where the
original charges were recorded, when it is determined that they are no longer required.

Income Taxes

We currently have significant deferred tax assets in certain jurisdictions resulting from tax credit carry
forwards, net operating losses and other deductible temporary differences, which will reduce taxable income in such
Jurisdictions in future periods. We have provided valuation allowances for future tax benelits resulting from U.S. and
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certain foreign net operating loss carry forwards and for certain other U.S. and foreign deductible temporary
differences where we believe future realizability is in doubt. SFAS No. 109 requires a valuation allowance be
established when it is “more likely than not” that all or a portion of deferred tax assets will not be realized. and
further provides that it is difficult to conclude that a valuation allowance is not needed when there is ncgative
evidence in the form of cumulative losses in recent years. Therefore, cumulative tosses weigh heavily in the overall
assessment, In the third quarter of fiscal year 2003, we established a valuation allowance for most of our deferred tax
assets. This was primarily due to cumulative losses from prior years and uncertainty regarding our ability 1o
generate certuin minimum levels of taxable income within the next three years. We have not yet established a
sustained level of profitability since that time in those countries in which the deferred tax assets arose and thus
expect to record a full valuation allowance on future tax benefits. Our ability to realize sustained profitability in
those jurisdictions in the near term is uncertain as Solectron derives the majority of its revenue from low-cost
Jocations. It is these low-cost Jocations where Solectron anticipates reporting taxable profits. Solectron will not be
able to offset any tax expense associated with these taxable profits with the unrecognized deferred tax assets
described above. As a result of our assessment, our total valuation allowance on deferred tax assets arising trom
continuing operations is approximately $1.6 billion at August 31, 2006.

We are subject to income taxes in the U.S. and numerous foreign jurisdictions. Significant judgment is required
in determining our worldwide income tax provision and evaluating tax positions. There are many transactions and
calculations where the ultimate tax determination is uncertain and we are regularly under audit by tax authorities.
Accordingly, we have established contingency reserves for income taxes in various jurisdictions in accordance with
SFAS No. 5 “Accounting for Contingencies”.

We believe that our accruals for tax habilities are adequate for all open years, based on our assessment of many
factors. including past experience and interpretations of tax law applied to the facts of each matter. Although we
believe that our accruals for tax liabilities are reasonable, tax regulations are subject 1o interpretation and the tax
controversy process is inherently uncertain; therefore, our assessments can involve both a series of complex
judgments about future events and rely heavily on estimates and assumptions. To the extent that the probable tax
outcome of these matters changes, such changes in estimates will impact the income tax provision in the period in
which such determination is made.

In the quarter ended May 31, 2006, the IRS completed its ficld examination of the Company’s federal income
tax returns for fiscal years 2001 and 2002 and issued a Revenue Agent’s Report (“RAR™). The RAR is not a final
Statutory Notice of Deficiency. and we filed a protest during the quarter ended August 25, 2006 to protest certain of
the proposed adjustments with the Appeals Office of the IRS. The most significant of the disputed adjustments
relates to transfer pricing arrangements that the Company has with its foreign subsidiaries. We believe that the
proposed IRS adjustments are inconsistent with applicable tax laws, and that the Company has meritorious defenses
to the proposed adjustments.

Loss Contingencies

We are subject to the possibility of various loss contingencies arising in the ordinary course of business (for
example, environmental and legal matters). We consider the likelihood of the loss occurring and our ability to
reasonably estimate the amount of loss in determining the necessity for, and amount of, any loss contingencies.
Estimated loss contingencies are accrued when it is probable that a liability has been incurred and the amount of loss
can be reasonably estimated. We regularly evaluate information available to us to determine whether any such
accruals should be adjusted. Such revisions in the estimates of the potential loss contingencies could have a material
impact on our consolidated results of operations and financial position.

Stock-Based Compensation

Beginning in fiscal 2006, we account for stock-based compensation in accordance with SFAS No. 123R
(revised 2004), **Share-Based Payment” (“SFAS 123R™) as interpreted by SEC Staff Accounting Bulletin No, 107.
Under the fair value recognition provisions of this statement, share-based compensation cost is measured at the
grant date based on the value of the award and is recognized as expense over the vesting period. Determining the fair

32




value of share-based awards at the grant date requires judgment, including estimating our stock price volatility,
employee stock option exercise behaviors and employee option forfeiture rates.

Our expected volatility is based upon equal weightings of the historical volatility of Solectron’s stock and, for
fiscal periods in which there is sufficient trading volume in options on Solectron’s stock, the implied volatility of
traded options on Solectron stock having a life of more than 6 months.

The expected life of options is based on observed historical exercise patierns, which can vary over time.

As stock-based compensation expense recognized in the Consolidated Statement of Operations 1s based on
awards ultimately expected to vest, the amount of expense has been reduced for estimated forfeitures. SFAS 123R
requires forfeitures to be estimated at the time of grant and revised, if necessary, in subsequent periods if actual
forfeitures differ from those estimates. Forfeitures were estimated based on historical experience.

1f factors change and we employ different assumptions in the application of SFAS 123R, the compensation
expense that we record in future periods may differ significantly from what we have recorded in the current period.

Recent Accounting Pronouncements

In July 2006, the Financial Accounting Standards Board (FASB) issued FASB Interpretation 48, “Accounting
for Income Tax Uncertainties” (“FIN 48”). FIN 48 defines the threshold for recognizing the benefits of tax return
positions in the financial statements as “more-likely-than-not” to be sustained by the taxing authority. The recently
issued literature also provides guidance on the derecognition, measurement and classification of income tax
uncertainties, along with any related interest and penalties. FIN 48 also includes guidance concerning accounting
for income tax uncertainties in interim periods and increases the level of disclosures associated with any recorded
income tax uncertainties. FIN 48 is effective for fiscal years beginning after December 13, 2006. Any differences
between the amounts recognized in the statements of financial position prior to the adoption of FIN 48 and the
amounts reported after adoption will be accounted for as a cumulative-effect adjustment recorded to the beginning
balance of retained earnings. The Company is currently in the process of determining the impact, if any, of adopting
the provisions of FIN 48 on its financial position, results of operations and cash flows.

In September 2006, the Securities and Exchange Commission (SEC) issued Staff Accounting Bulletin No. 108,
(“SAB 108”). The interpretations in SAB 108 are being issued to address diversity in practice in quantifying,
financial statement misstatements and the potential under current practice for the build up of improper amounts on
the balance sheet. SAB 108 is effective for the first interim period of the first fiscal year ending after November 15,
2006 and must be adopted by the fourth quarter of that fiscal year. Solectron has not yet completed its analysis,
however, the Company estimates that the expected net reduction to opening retained earnings will be approximately
$10.0 million as a result of adopting SAB 108, The Company is continuing to evaluate the impadt of adopting
SAB 108 and, as a result, the actual reduction to the opening retained earnings balance could be different than the
$10.0 million estimate.

In September 2006, the Financial Accounting Standards Board (FASB) issued SFAS No. 157, “Fair Value
Measurements” (“SFAS 1577). SFAS 157 replaces the different definitions of fair value in the accounting literature
with a single definition. It defines fair value as the price that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants at the measurement date. SFAS 157 1s effective for
fair-value measurements already required or permitted by other standards for financial statements issued for fiscal
years beginning after November 15, 2007 and interim periods within those fiscal years. The Company is currently in
the process of determining the impact, if any, of adopting the provisions of SFAS 157 on its financial position,
results of operations and cash flows.
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Results of Operations for Fiscal Years 2006, 2005 and 2004

The following table summarizes certain items in the consolidated statements of operations as a percentage of
net sales. The financial information and the discussion below should be read in conjunction with the accompanying
consolidated financial statements and notes thereto. The discussion following the table is provided separately for
continuing and discontinued operations. In fiscal 2004, certain operations we planned to divest qualified for
discontinued operations classification. Accordingly, our consolidated statements of operations include these results
in discontinued operations for all periods presented. Information related to the discontinued operations results is
provided separately following the continuing operations discussion.

Years Ended August 31
2006 2005 2004

INEL SALES + v v v e e e et et vt e et e e 100.0% 100.0% 100.0%
CoSt Of SHIES .« v v vt et i e 94.8 94.5 95.1
Gross Profil . ... ..ot e 5.2 5.5 4.9
Operating expenses:
Selling. general and administrative . ...... [ 4.1 4.0 3.8
Restructuring and impairment COStS . ... ... ..o viiue e 0.1 0.9 1.5

Goodwill impairment ... ... ... — —_ —

Operating income (1088). ...« vutn e 1.0 0.6 (0.5)
INtEEESL ITICOMIE . + - o v v e vt e e e e e e e eae e e e e et 0.5 04 0.1
IMEETESt EXPEISE . . o o v e v e e s e e 0.3) (0.6) {1.2)
Other (€Xpense) iNCOME-NEL . . -« oot v a e — (0.4) 0.7
Operating income (loss) from continuing operations before income taxes . . 1.2 —_ 2.3
INCOME TAX EXPENSE . o . o v v v vm s e e as v ma s — 0.1 —

Income (loss) from continuing Operations. . . ... v ovns 1.2 (0.1) 2.3)

Discontinued operations:
Income from discontinued Operations . ...... ... 0.1 0.1 0.7
IICOME AKX EXPEIISE - ot v v v v v menc s mm e ina s as s — — —

Income on discontinued OPerations . ...t 0.1 0.1 0.7
Net income (LO55) « oot vt e e 1.3% —% {1.6)%

Net Sales — Continuing Operations

Net sales for fiscal 2006 increased 1.1% to $10.6 billion compared to $10.4 billion for fiscal 2005. The increase
in net sales in fiscal 2006 when compared o fiscal 2005 is primarily due to a $124.2 million or 5.5% increase in
computing and storage end market revenues resulting from an increase in consumer demand for computer servers.
In addition, primarily attributable to an increase in sales of semiconductor manufacturing equipment and industrial
sales, revenue increased by $299.1 million or 48.4% when compared to the corresponding period in fiscal 2005.
Revenue from the networking market increased by $147.2 million or 5.6% during fiscal 2006 when compared to the
corresponding period in fiscal 2005. Partially offsetting the revenue increase for the year was a decrease in the
consumer end market of $399.2 million or 27.9% largely due to a drop in cellular handset sales.

Net sales for fiscal 2005 decreased 10.3% to $10.4 billion compared to $11.6 billion for fiscal 2004. The
decrease was in most end-markets, with the exception of the networking and automotive end-markets, which
increased 3.8% and 9.9% respectively. Specific decreases include a 36.2% decrease in sales of consumer products; a
9.8% decrease in sales of computing and storage; a 5.5% decrease in sales of communication products; and a 2.5%
decrease in industrial products. When comparing fiscal 2005 to fiscal 2004, the consumer end-market decreased by
$0.8 billion which was primarily driven by a significant drop in demand for 3G cellular handsets and set-top boxes.
In addition, sct-top box businesses were adversely impacted due to existing products reaching end-of-life and newer
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model programs not yet ramping sufficiently to replace the revenue decline. The computing end-market decreased
by $0.3 billion, primarily as a result of the disengagement from certain low-margin programs. The communication
market decreased by 30.1 billion primarily as a result of seasonality and product transfers.

The following table depicts, for the periods indicated, revenue by market expressed as a percentage of net
sales. The distributton of revenue across our markets has fluctuated, and will continue to fluctuate, as a result of
numerous factors, including but not limited to: increased business from new and existing customers; fluctuations in
customer demand: seasonality of our customers’ markets: and growth in market outsourcing.

Years Ended August 31
2006 2005 2004

........................................ 322% 30.6% 30.5%

. Computing & Storage

Networking . ... .. . .. 2601% 25.0% 21.6%
Communications. .. ...... ... ... . ... . . ... 19.1% 19.8% 18.8%
Consumer. . ... 98% 13.7% 19.3%
Industrial . ... ... 87% 59% 54%
AUOMOtIVE . ... 2.5% 3.2% 2.6%
Other .. .. 1.6% 1.8% 1.8%
Total

.................................................... 100.0% 100.0% 100.0%

International Sales

International locations contributed 69.0% of consolidated net sales in fiscal 2006, compared with 70.1% in

fiscal 2005 and 72.3% in fiscal 2004, o
The following table indicates geographic net sales that are attributable to the country in which the preduct is
manufactured (in millions):
Years Ended August 31 .
2006 2005 2004 =
ol
Geographic net sales: 2
United States. . . ........ .. ... .. ... $ 32721 % 3,127.1  § 3,2194
Other North and Latin America . ...................... 1,568.2 1,633.6 1,836.2
Burope ... ... ... .. 1,247.9 1,497.3 1,667.4
Malaysia. ... ... ... ... ... . ... . ., 2211.8 2,013.2 1,853.4 \_
China ... .. ... ... 1,320.3 1,268.2 1.914.6
Other Asia Pacific. ......................... .. .. .. 940.4 901.7 1,147.3

$10,560.7 $10,441.1 $11,638.3

Major Customers

Net sales to major customers as a percentage of net sales were as follows:

Years Ended August 31
2006 2005 2004

Cisco Systems .. ... ... o 179% 15.7% 13.2%
Nortel Networks * 10.8% *

* less than 10%

Our top ten customers accounted for 61.4% of net sales in fiscal 2006, 61.6% of net sales in fiscal 2005 and
59.8% of net sales in fiscal 2004. We cannot guarantee that these or any other customers will not increase or
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decrease as a percentage of our consolidated net sales either individually or as a group. Consequently, any material
decrease in sales to these or other customers could materialty harm our consolidated results of operations.

We believe our ability to grow depends on increasing sales to existing customers and on successfully attracting
new customers. Customer contracts can be canceled and volume levels can be changed or delayed by our customers.
The timely replacement of delayed, canceled or reduced orders with new business cannot be assured. In addition, we
cannot assume that any of our current customers will continue to utilize our services. Consequently, our
consolidated results of operations may be materially adversely affected.

Cisco Systems launched its Lean initiative as part of its ongoing effort to improve accuracy of demand
forecasting and planning in its supply chain. Cisco Systems is in the midst of a phased implementation of the Cisco
Systems Lean initiative amongst its manufacturing partners, with the Solectron transition currently scheduled to
begin during fiscal 2007. In the initial stages of this implementation, Solectron expects inventory (o increase by
approximately $200 million.

Gross Profit — Continuing Operations

Gross profit varies from period to period and is affected by a number of factors, including product mix,
production efficiencies. component costs and delivery linearity, product life cycles, unit volumes, expansion and
consolidation of manufacturing facilities, utilization of manufacturing capacity, pricing. competition, and unan-
ticipated inventory charges. Over time, gross profit may continue to fluctuate.

Our gross profit percentages were 5.2%, 5.5%, and 4.9% for fiscal 2006, 2005 and 2004, respectively. The
decrease in gross profit percentage from 5.5% in fiscal 2005 to 5.2% in fiscal 2006 was primarily due to zero margin
component sales, an increase in freight costs, compensation expense from the adoption of SFAS 123R and an
increase in ramp costs resulting from the acquisition of new business. Offsetting these costs were gross profit
improvements resulting from the execution of our Lean Initiative, and increased discipline in the implementation of
our quote process. The Lean Initiative has continued to give us improved flexibility, quality, and operational
effectiveness and efficiency. The Lean Initialive encompasses identifying value more effectively. In general, the
Lean Initiative in our manufacturing environment seeks to provide customers with what they require by using
human effort, equipment, time and space more efficiently. We continue to drive a number of initiatives to improve
our gross profit: (1) improving flexibility. quality, and operational effectiveness and efficiency: (2) improving
capacity utilization; (3) ensuring contractual relationships reflect the value provided by our operations; (4) a
disciplined pricing model: (5) engaging with our customers in collaborative design; and (6) profitability-based sales
force compensation.

Fiscal 2005 gross profit improved to 5.5% compared to 4.9% for fiscal 2004. The improvement in gross profit
was primarily the result of the execution of our Lean Initiative and increased discipline in the implementation of our
quote process.

Selling, General and Administrative (SG&A) Expenses — Continuing Operations

SG&A expenses increased $20.5 million, or 5.0%. for fiscal 2006 when compared to fiscal 2003
SG&A expenses decreased $33.9 million, or 7.6%, for fiscal 2005 compared to fiscal 2004. As a percentage of
net sales, SG&A expenses increased to 4.1% in fiscal 2006 from 4.0% in fiscal 2005, and increased from 3.8% in
fiscal 2004

The increase in SG&A expenses in fiscal 2006 over fiscal 2005 was attributable to approximately $9.6 million
in new SG&A expenses due to the adoption of SFAS 123R, plus approximately $14.1 million arising from
additional headcount in the sales and account management and program management areas. and $5.2 millien in
non-restructuring related severance expenscs. These increases were partially offset by lower R&D spending of
$5.8 million, and reduced insurance expenses of $2.2 million. When comparing fiscal 2005 to fiscal 2004, the
overall dollar decrease in SG&A expense was due to headcount and SG&A expense reduction resulting from the
full realization of our cost reduction initiatives, our restructuring initiatives that began in fiscal year 2003 and
reductions in bad debt expense, offset by costs for Sarbanes-Oxley compliance.
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Restructuring and Impairment Costs — Continuing Operations

In recent years, we have initiated a series of restructuring measures, including reducing our workforce and
consolidating facilities. that were intended to align our capacity and infrastructure to anticipated customer demand
and transition our operations to lower cost regions. This has enhanced our ability to provide cost-effective
manufacturing service offerings, which enables us to retain and expand our existing relationships with customers
and attract new business.

We have recognized restructuring and impairment costs of $14.0 million, $91.1 million and $177.9 million
during fiscal 2006, 2005 and 2004, respectively.

The $14.0 million of restructuring and impairment charges for fiscal year 2006 consists of $12.9 million of
fixed asset impairment charges, $1.9 million of impairment charges related to intangible assets. and $10.0 million of
facility and other exit costs. These impairment charges were offset by a $10.8 million reduction to the severance
provision from earlier restructuring activities due to new business opportunities resulting in changes to planned
severance actions, differences between actual and estimated payment obligations and employee turnover.

The $91.1 million of restructuring and impairment charges for fiscal year 2005 is comprised of $55.2 million
of restructuring charges, principally arising from the Fiscal Year 2005 Restructuring Plan to consolidate facilities,
reduce the workforce in Europe and North America, and impair certain long-lived assets, and $35.9 million of non-
cash charges in connection with the sale of a facility in Japan.

The $177.9 million of restructuring and impairment charges for fiscal year 2004 includes $130.4 million of
restructuring charges and a $47.5 million impairment of an intangible asset arising from our disengagement from
certain product lines.

Fiscal Year 2007 Restructuring Plan

On October 2, 2006, the Solectron Board of Directors approved the Fiscal Year 2007 Restructuring Plan to
optimize our global footprint and reduce our cost structure. We anticipate that total charges related to this
restructuring plan will be in the range of $50 million to $60 million. The restructuring plan consists of the following
measures:

« Close or consolidate approximately 700,000 square feet of facilities in Western Europe and North America.

» Reduce approximately 1,400 employees at the facilities being closed or consolidated, which includes
approximately 100 temporary employees.

+ Impair certain long-lived assets (primarily buildings and leasehold improvements) in connection with the
facilities being vacated and equipment made obsolete to the extent that we would be unable to recover their
carrying valve upon sales to third parties.

Total estimated charges consist of (i} $32 million to $39 million related to severance costs, (i1) $10 million 1o
$13 million related to leased facility liabilities and transfer and other exit costs and (iii) an estimated non-cash
charge of $8 million retated to disposition of facilities and equipment, of which $3.1 million was impaired and
recorded at the end of fiscal year 2006. The restructuring plan is expected to be completed within the next twelve
months.

Currently, Solectron estimates that the Fiscal Year 2007 restructuring plan will realize a savings of approx-
imately $35 million to $40 million annually once fully implemented due to reductions in workforce, facility, lease
and depreciation expenses.

Fiscal Year 2005 Restructuring Plan

During fiscal year 2005, in response to a decline in revenues from fiscal year 2004 levels, we reviewed our cost
structure and geographic footprint and determined that cost savings could be realized by moving certain activities
from high-cost facilities in Europe and North America to facilities in low cost geographies. During fiscal year 2006,
the Company lowered its total anticipated restructuring costs for the 2005 restructuring plan from $80-$95 million
10 $55-$65 million. The original anticipated costs were based on the occurrence of certain future events. Due to non-

37

-

(3}
Ju

RIS




occurrence of some events and changes in business conditions, the Company lowered its total anticipated costs.
However, for the restructuring items that were executed. the Company expects cost savings to be in line with the
original estimates which were noted below. This restructuring plan as amended will result in restructoring charges
of approximately $55 million to $65 million. and includes the following measures:

« Close our facilities in Hillsboro, Oregon; Winnipeg, Canada: Lincoln, California; Turnhout, Belgium; and
Munich, Germany.

+ Eliminate approximately 2,500 positions (1) at the facilities being closed; (2} at our facilities in Bordeaux,
France: Dunfermline, Scotland: Mexico: Brazil; and other facilities; and (3) within our material procurement
and sales organizations in Europe and North America. These actions included the elimination of certain
positions, the migration of certain functional activities to facilities in low cost geographies, and the
outsourcing of certain activities.

« Impair certain long-lived asscts (primarily buildings and leasehold improvements) in connection with the
facilities being vacated and equipment made obsolete to the extent that we would be unable to recover their
carrying value upon sales to third partics.

Through August 31, 2006. we recorded approximately $57.8 million of restructuring and impairment expense,
primarily consisting of severance costs, related to the plan. As of August 31, 2006, we have reduced our workforce
by 2.400 personnel in connection with this plan und expect to reduce headcount by an additional 100 personnel prior
to the completion of this plan. The remaining accrual balance of $7.1 million is largely related to severance payouts
for the additional 100 personnel, of which $5.5 million is expected to be paid by December 3, 2006. This plan is
substantially complete as of the end of fiscal 2006.

Currently. Solectron estimates that the restructuring plan initiated during fiscal year 2005 is expected to realize
a savings of approximately $30 million annually due to reductions in workforce, facility, lease and depreciation
expenses. We expect a substantial amount of these savings are and will be used to offset the impact on gross margin
by market forces as we consolidate facilities and shift manufacturing and repair services from high cost couniries to
lower costs countries. These savings predominantly relate to Cost of Sales.

Fiscal Year 2004 Restructuring Plan and Legacy Restructuring Plans

The Fiscal Year 2004 Restructuring Plan and Legacy Restructuring Plans are substantially complete as of
August 31, 2006. However, we expect to incur nominal restructuring charges in the future that will consist of both
cash and non-cash charges as we continue to revise previous estimates and sell the restructured long-lived assets.
Revisions to estimates, if any, would primarily be due to changes in assumptions used for the facility lease loss
accrual. The remaining accrual balances of $2.1 million for the Fiscal Year 2004 Restructuring Plan and
$21.1 million for the Leguacy Restructuring Plans are primarily related to accruals for facility lease obligations,
which are curtently leased through 2014

Cash payments scheduled in the next 12 months across the Fiscal Year 2003, Fiscal Year 2004 and Legacy
restructuring plans, which have already been accrued for, are expected to be $22.9 miilion.

We continue to evaluate our operations and we may propose selected future restructuring actions as a result of
changes in market conditions and footprint alignment with our customers® production needs.

See Note 16, “Restructuring,” to the consolidated financial statements for further discussion of our restruc-
turing activities.

We have impaired certain intangible assets. During fiscal year 2006, Solectron recorded a $1.9 million net
impairment charge in connection with the termination of a customer relationship for which an intangible asset had
previously been established. This net amount consisted of a $2.4 million impairment charge offset by a $0.5 million
gain on the sale of equipment to this former customer. As a result of impairment tests performed during fiscal year
2004, we recorded approximately $47.5 million in non-cash impairment charges. For fiscal 2004, the intangible
impairment charges were the result of our disengagement from certain businesses.
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Interest Income — Continuing Operations

Interest income increased $8.2 million to $47.0 million for fiscal 2006 from $38.8 million in fiscal 2003.
Interest income increased $23.7 miilion to $38.8 million in fiscal 2005 from $15.1 million in fiscal 2004. These
increases were due to higher average interest rates.

Interest Expense — Continuing Operations

Interest expense decreased $28.0 million to $28.5 million for fiscal 2006 from $56.5 million in fiscal 2005, and
interest expense was $145.3 million in fiscal 2004. The decrease in interest expense during fiscal 2006 was primarily
due to the early redemption of our $500 million 9.625% Senior Notes on May 20, 2005. The decrease in interest
expense during fiscal 2005 was primarily due to the retirement of approximately $1.6 billion aggregate principal
amount of our LYONs™ and the settlement of approximatety 94% of our ACES debentures during fiscal 2004.

Other Expense — Net — Continuing Operations

Other expense — net for fiscal 2006 was $1.7 million, compared to $45.5 million in fiscal 2005 and
$80.6 million in fiscal 2004, In fiscal 2006, other expense-nel consisted primarily of foreign currency gains
and losses and other miscellaneous income and expense items. In fiscal 2005, other expense — net consisted
primarily of a $52.3 million loss related to the early retirement of our 9.625% senior notes. In fiscal 2004, other
expense — net consisted primarily of a loss resulting from the early settlement of approximately 94% of our ACES
of $77.7 million and a $15.2 miltion loss resulting from the sale of our minority interest in ECS Holdings Limited.

The following tables provide the details of our redemption of our 9.625% senior notes, the carly settlement of
our 7.25% ACES debentures, the retirement of our 2.75% LYONs™ due 2020 and the retirement of our 3.25%
LYONs™ due 2020 in each period presented in the accompanying consolidated financial statements (in millions):

Years Ended August 31

9.625% Senior Notes Redemption .2_‘1“_6. _2005 2004
Principal amount at maturity . . ... .. 5— $500.0 $—
Carrying value . .. ... ... . G $500.0 $—
Coshpaid. . ... o — 544.7 —
Debt issvance cost write-off .. .. ... ... .. L L = 76—
Loss included in other expense —mnet . ... ......... ... .. ... ... ... — $(52.3)  $—

Years Ended August 31

. 7.25% ACES Early Settlement 2006 2005 2004
Principal amount at mawurity . . ... ... ... L $— $— $1.0i25
Carrying value . ... .o —  $— 310075
Common stock issued . ... ...... .. .. ... ... — — 1.006.6
Cashpaid. . ... ... o — — 63.3
Write off of debt issuance costs. . ... ... ... ... . — = 15.3
Loss included in other (expense) income —net. .. ................ .. $— $— $ (71D

Years Ended August 31

LYONs"™ Retirement 2006 2005 2004
Principal amount at maturity .. ... ... ... ... ... $— S$— 816175
— — $ 9502

= 950.2
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See “Basis of Presentation™ and “Recent Accounting Pronouncements,” of Note 1, “Summary of Significant
Accounting Policies,” to the consolidated financial statements, for further discussion of other (expense) income —
net.

Income Taxes — Continuing Operations

Our income tax benefit was $1.3 miltion in fiscal 2006. We recorded an income tax expense of $15.7 million in
fiscal 2005, and an income tax benefit of $3.3 million in fiscal 2004. The income tax provision for fiscal 2006
included the recognition of benefits of $21.4 million associated with refunds of taxes paid by two foreign
subsidiaries on reinvested earnings.

Our effective tax rate for fiscal 2006, 2005, and 2004 was (1.1%), 301.9%, and 1.2%, respectively.

The effective income tax rate is largely a function of the balance between income and losses from international
and domestic operations, Qur international operations, taken as a whole, have been subject Lo tax at a lower rate than
operations in the United States. primarily due to tax holidays granted to certain of our overseas sites in Malaysia and
Singapore and from benefits resulting from taxes paid on earnings by reinvesting the earnings of two of our
international operations. The Malaysian tax holiday is effective through January 2012, and the Singapore tax
holiday is effective through March 2011. Both tax holidays are subject to certain conditions, including maintaining
levels of research and development expenditures, incremental fixed asset expenditures, or qualifying headcount. It
is anticipated that the annual effective tax rate for the foreign subsidiaries will be favorably impacted in future
periods as the Company intends to continue to apply for refunds of taxes paid on the reinvested earnings of the
foreign subsidiaries.

Certain of our offshore operations are reporting taxable profits, mostly arising in low-cost locations.
Accordingly, we are recognizing some tax expense related to those operations. We will not be able to offset this
tax expense with unrecognized deferred tax assets described above, because, for the most part, those assets did not
arise in the jurisdictions where we are realizing taxable profits.

In addition, Solectron has established contingency reserves for income taxes in various jurisdictions. The
estimate of appropriate tax reserves is based upon the probable amount of prior tax benefit that is at risk upon audit
and upon the reasonable estimate of the amount at risk. Solectron periodically reassesses the amount of such
reserves and adjusts reserve balances as necessary.

In the quarter ended May 31, 2006, the IRS completed its field examination of the Company’s federal income
tax returns for fiscal years 2001 and 2002 and issued a Revenue Agent’s Report {“RAR™). The RAR is not a final
Statutory Notice of Deficiency, and the Company filed a protest during the quarter ended August 25, 2006 to protest
certain of the proposed adjustments with the Appeals Office of the IRS. Although the outcome of the Appeals
process is always uncertain, the Company believes that adequate amounts of tax and interest have been provided for
any adjustments that are expected (o result for these years.

Quarterly Results (Unaudited)

See Note 23, “Quarterly Consolidated Financial Data (Unaudited)” to the consolidated financial statements
which sets forth the unaudited quarterly financial information for the 2006 and 2005 fiscal years. In the opinion of
management, this information has been presented on the same basis as the audited consolidated financial statements
appearing elsewhere, and all necessary adjustments {consisting of normal recurring adjustments) have been
included in the amounts stated below to present fairly the unaudited quarterly results when read in conjunction with
the audited consotidated financial statements and related notes thereto. The operating results for any quarter are not
necessarily indicative of results for any future period.
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Liquidity and Capital Resources

Cash, cash equivalents, and short-term investments decreased to approximately $1.2 billion at August 31, 2006
from approximately $1.7 billion at August 31, 2005. The table below. for the periods indicated, provides selected
consolidated cash flow information (in millions):

Years Ended August 31
2006 2005 2004
{Revised) (Revised)

Nel cash (used in) provided by operating activities of continuing

OPETations. . . .. ...t S(151.1) $9473 % (8.6)
Net cash (used in) provided by operating activities of discontinved

OPETALIONS. . ... .. (8.2) 224 2.9
Net cash (used in) provided by operating activities . ... ..., . ... $(159.3) $969.7 % (5.7
Net cash (used in) provided by investing activities of continuing

OPCIALIONS. .o\ ot e e e 3(186.8) $(112.2y $ 497.1
Net cash provided by investing activities of discontinued

OPCIALIONS. . .ottt e e 17.1 16.5 466.3
Net cash (used in) provided by investing activities. . .. ... .... .. $169.7) $(957) S 9634
Net cash (used in) provided by financing activities of continuing

OPETAIONS. .. .ot $(222.8)  $(570.00 % (510.4)
Net cash (used in) provided by financing activities of discontinued

OPCIAtiONS. . . .ottt e (8.9) {38.9) (507.4)
Net cash (used in) provided by finuncing activities . .. .. ... . ... 32317y $(608.9) $(1.017.8)

Net cash used in operating activities of continuing operations was $151.1 million during the fiscal year ended
August 31. 2006. This change was generated by a $407.4 million increase in inventories and a $246.3 million
increase in accounts receivable. This was partially offset by net income of $133.2 million. non-cash depreciation
and amortization charges of $173.5 million. and a $244.2 million increase in accounts payable. The inventory
increase was attributable to new program ramps, certain program launch delays and the creation of buffer stock to
accommodate both program transfers between sites and the go-live dute of 1 new ERP system at one of our facilities,
Net cash used in operating activities of discontinued operations was $8.2 million during the fiscal year ended
August 31, 2006 and was primarily attributable 1o changes in operating assets and liabilities of discontinued
operations.

Net cash used in investing activities of continuing operations of $186.8 million during the fiscal year ended
August 31, 2006 primarily consisted of $196.5 million in capital expenditures offset by cash provided from other
activities including proceeds from sale of property and equipment. Net cash provided by investing activities of
discontinued operations was $17.1 million during the fiscal year ended August 31, 2006 and was due to proceeds
from the sale of MicroTechnology and sales of facilities.

Net cash used in financing activities of continuing operations of $222.8 million during the fiscal year ended
August 31, 2006 primarily consisted of $230.9 million of share repurchases and $150.0 million of payments made to
redecm the 7.375% Scnior Notes, partially offset by $147.4 million in net proceeds from the issuance of our
8% senior subordinated notes due 2016. Net cash used in financing activities of discontinued operations was
$8.9 million for fiscal 2006.

As of August 25, 2006, we had available a $500 million secured revolving credit facility (the “Existing
Facility™) that expires on August 20, 2007, The facility amended and restated a previous $250 million secured credit
facility. Our Existing Facility is guaranteed by certain of our domestic subsidiaries and secured by the pledge of
domestic accounts receivable. inventory and equipment, the pledge of equity interests in certain of our subsidiaries
and notes evidencing inter-company debt. Borrowings under the Existing Facility bear interest. at our option. at the
London Inter-bank Offered Rate (LIBOR) plus a margin of 2.25% based on our current senior secured debt ratings,
or the higher of the Federal Funds Rate plus 1/2 of 1% or Bank of America N.A.'s publicly announced prime rate. As
of August 25, 2006. there were no borrowings outstanding under this Existing Facility. We are subject to compliance
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with certain financial covenants set forth in these Tacilites including, but not limited to, capital expenditures, cash
interest coverage ratio and leverage ratio. We were in compliance with all applicable covenants as of August 31,
2006.

Subsequent to year end, Solectron entered into a $350 million Credit Agreement (“the Credit Agreement”} that
amends and replaces the Existing Facility. The Credit Agreement provides for a revolving, multicurrency, secured-
credit facility, which may be used to borrow revolving loans or issue standby letters of credit, subject to a
$100 million letter of credit sub-limit. The Company may request an increase in the credit facility of up o an
additional $150 million, to provide for an aggregate commitment of up to $500 million. There are currently no
revolving loans outstanding and approximately $2.3 million in letters of credit outstanding under the Credit
Agreement. The revolving loans under the Credit Agreement bear interest, at the Company’s option, at either (i) the
base rate, which is defined as a fluctuating rate per annum equal to the greater of (A) Bank of America N.A’s prime
rate, or (B) the average rate on overnight federal funds plus one-half of one percent, or (ii) a rate equal to (A) the
London Inter-bank Offered Rate (LIBOR) plus (B) an applicable margin of ranging from 1.0% to 2.0% based on
Solectron's non-credit-enhanced senior unsecured long-term debt ratings. The Credit Agreement matures on
August 28, 2009 and may be prepaid at any time without penalty or premium at the option of the Compuny.

The obligations under the Credit Agreement are guaranteed by the Company’s existing and future material
domestic subsidiaries. and such obligations, including the guarantecs, are secured by: (i) the Company’s und its
domestic subsidiaries’ accounts receivable, equipment and inventory. (i) a pledge of the capital stock of the
Company's material domestic subsidiaries, (iii) a pledge of 65% of the capital stock of the Company’s material first-
tier foreign subsidiaries, and (iv) a pledge of certain inter-company indebtedness among the Company and certain of
its subsidiaries. In the event that the Company’s non-credit-enhanced senior unsecured long-term debt achieves a
rating of BB/Ba3 (stable/stable) or BB-/Ba2 (stable/stable) or higher from Standard & Poor’s Ratings Services and
Moody's Investors Service, Inc., respectively, the liens on the collateral described in clause (i) above will be
released. Solectron is subject to compliance with certain financial covenants set forth in this facility including, but
not limited to, capital expenditures, cash interest coverage ratio and leverage ratio. Solectron was in compliance
with all applicabte covenants as of Augusi 31, 20006.

In addition, we had no committed foreign lines of credit and $13.3 million in uncommitied foreign lines of
credit and other bank facilitics as of August 31, 2006, A committed line of credit obligates a lender to loan us
amounts under the credit facility as long us we adhere to the terms of the credit agreement. An uncommitted line of
credit is extended to us at the sole discretion of a lender. The interest rates range from the bank’s prime lending rate
to the bank’s prime rate plus 1.0%. As of August 31, 2006, we had no borrowings under uncommitted foreign lines
of credit and $2.4 million of guaranteed amounts under uncommitted foreign lines of credit.

$64.3 million aggregate principal amount of our 7.97% ACES debentures is due November |5, 2006.

Holders of our 2.75% LYONs™ due 2020 have the option to require us to repurchase their notes on May 8,
2010 at a price of $761.00 per $1.000 principal amount of each note. Solectron repurchased $1.0 million LYONs™
for approximately $0.6 million in cash during fiscal 2006.

Holders of our 3.25% LYONs™ due 2020 have the option to require us to repurchase their notes on
November 20. 2010 in an amount of $724.42 per $1,000 principal amount of each note. Solectron repurchased
$3.3 million LYONS™ for approximately $2.0 million in cash during fiscal 2006.

We have synthetic lease agreements relating to three manufacturing sites for continuing operations. The
synthetic leases have expiration dates in September 2007. At the end of the lease terms, we have an option, subject
to certain conditions, to purchase or to cause a third party to purchase the facilities subject to the synthetic leases for
the “Termination Value.” which approximates the Jessor’s original cost for each facility, or we may market the
property to a third party at a different price. We are entitled 10 any proceeds from a sale of the properties to third
parties in excess of the Termination Value and liable to the lessor for any shortfall not to exceed 85% of the
Termination Value. We have provided loans to the lessor equaling approximately 85% of the Termination Value for
each synthetic lease. These loans are repayable solely from the sale of the properties to third parties in the future, are
subordinated to the amounts payable to the lessor at the end of the synthetic leases. and may be credited against the
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Termination Value payable if we purchase the properties. The approximate aggregate Termination Values and loan
amounts were $87.7 million and $74.5 million, respectively, as of August 31, 2006.

In addition, cash of $13.2 million, an amount equal to the difference between the aggregate Termination Values
and the loan amounts, is pledged as collateral. Each synthetic lease agreement contains various affirmative
covenants. A default under a lease, including violation of these covenants. may acceleraie the termination date of
the arrangement. We were in compliance with all applicable covenants as of August 31, 2006. Monthly lease
payments are generally based on the Termination Value and 30-day LIBOR index {5.33% as of August 31,
2006) plus an interest-rate margin, which may vary depending upon our Moody's Investors’ Services and Standard
and Poor’s ratings, and are allocated between the lessor and us based on the proportion of the loan amount to the
Termination Value for each synthetic lease.

We account for these synthetic lease arrangements as operating leases in accordance with SFAS No. 13,
“Accounting for Leases,” as amended. Our loans to the lessor and cash collateral are included in other assets and
restricted cash and cash equivalents, respectively, in the consolidated balance sheets.

We believe that our current cash, cash equivalents, short-term investments, lines of credit and cash anticipated
to be generated from continuing operations will satisfy our expected working capital, capital expenditures, debt
service, restructuring and investment requirements through at least the next 12 months.

On November 1, 2006, we exercised our purchase option granted under the leases and terminated the synthetic
lease agreements. The purchase price was the Termination Value. We have elected 1o set-off our toans against the
purchase price and paid the remaining $13.2 million in cash.

Debt, Other Contractval Obligations, and Off Balance Sheet Arrangements

The following is a summary of certain contractual obligations and commitments as of August 31, 2006:

Payments Due by Period

Total FYO07 FY08 FY09 FY10 FY11 FY12  Thereafter
(In millions)

Debt ... ... $ 7089 $895 $1.1 $06 $ 91 %4512 § — S$1574
Interest Expense on Long-Term

Debt. . ... i 979 162 147 145 145 134 123 12.3
Capital Lease. . ... ... ... .. 34 1.2 1.2 {.0 — — — —
Operating lease ... .............. 172.9 40.0 340 272 207 154 144 21.2
QOperating leases for restructured

facilities and equipment . ... ..... 294 15.6 6.5 2.7 2.2 1.4 0.6 0.4
Purchase obligations(1)y ........... 106.8 106.5 — 0.3 — — — —

$1,119.3  $269.0 $57.5 $46.3 $46.5 34814 3273 31913

(1) We have various purchase commitments for materials, supplies and services incurred during the normal course
of business.

Other long-term liabilities of $36.3 million as of August 31, 2006 disclosed on the financial statements
includes deferred tax liabilities related to timing differences and non-U.S. pension liabilities, which due to their
nature are not included in the table above.

Our off-balance sheet arrangements consist of our synthetic and operating leases, our foreign exchange
contracts (described in the “We are exposed to fluctuations in foreign currency exchange rates and interest rate
fluctuations” Risk Factor), and certain indemnification provisions related to our seven divestitures (described in the
“Discontinued Operations” portion below).
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Stock Repurchase Program

On November 1, 2005, Solectron’s Board of Directors approved a stock repurchase program whereby the
Company is authorized to repurchase up to $250 million of the Company’s conunon stock pursuant to a
10b5-1 trading plan. Solectron commenced this $250 million repurchase program at the end of the quarter ended
February 28, 2006. Under this program during fiscal year 2006, Solectron repurchased 14.8 million shares of its
common stock at an average price of $3.49 for approximately $51.6 million. As of August 31, 2006, Solectron had
committed to repurchase an additional 0.4 million shares for approximately $1.2 million. which settled subsequent
to August 31, 2006.

The purchase price for the shares of our common stock repurchased was reflected as a reduction to
shareholders’ equity. In accordance with Accounting Principles Board Opinion No. 6, “Status of Accounting
Research Bulletins,” we have altocated the purchase price of the repurchased shares as a reduction to commeon stock
and additional paid-in capital.

Discontinued Operations

During fiscal 2004, as a result of a full review of our porttolio of businesses, we committed to a plan to divest a
number of business operations that are no longer part of our strategic plan for the future. In accordance with
SFAS No. 144, we have reported the results of operations and financial position of these businesses in discontinued
operations within the consolidated statements of operations and balance sheets for all periods presented. The
companies that we have divested and that are included in discontinued operations are: Dy 4 Systems Inc., Kavlico
Corporation, Solectron’s MicroTechnology division, SMART Modular Technologies Inc.. Stream International
Inc.. our 63% interest in US Robotics Corporation, and Force Computers, Inc.

The collective results from all discontinued operations for all periods presented were as follows (in millions):

Years Ended August 31

2006 2005 2004

NEE SALES v e e e et e e e e % — $5152 31,2649
COst OF SAlES. . oo et e e i n e — 14.1 1,061.8
Gross Profit . .. ..o — 1.1 203.1
Operating (inconie) expenses — Mel. . ... ... oovh it o (6.1 (14.8) 109.4
Operating iNCOME . . . ... vvn e 6.7 159 93.7
INterest IHCOME-TIE . . v v e e e st ea oo an e e — — 1.4
Other income (EXPEnse) — NEL . ..« .ot vt 8.9 0.9 (1.4
[ncome before INCOME TAXES . .ot e it i iia e me s 15.6 16.8 93.7
INCOME TAX EXPENSE . . ot v vt e v e s ine o ian e ann e 2.9 8.7
Income on discontinued operations, netof tax . .............. 5156 $139 $ 850

Fiscal 2006

During fiscal 2006, Solectron recorded a $4.4 million gain on sale of assets of discontinued operations having
no remaining book value and an $11.2 million gain associated with the favorable resolution of certain
contingencies.

Fiscal 2005

Net sales, gross profit. operating (income) expenses — nef, interest income — net, other income {expense) —
net, and income tax expense from discontinued operations decreased for fiscal year 2005 as compared to fiscal year
2004 due to the fact that the final discontinued operation was sold in the first quarter of fiscal 2005. Furthermore, we
recorded $10.1 million pre-tax gain from the sale of the discontinued operation recorded in operating (income)
expense — net, in the first quarter of fiscal 2005. As a result of the disposition, we transferred approximately
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$28.3 million from accumulated foreign currency translation gains included in accumulated other comprehensive
losses within Stockholders Equity and recognized that amount as part of the pre-tax gain.

Fiscal 2004

During fiscal year 2004, Solectron recorded an aggregale pre-tax gain from the sale of six discontinued
operations of $190.6 million in operating (income) expenses — net, and recorded $123.8 million in operating
(income) expenses -— net in restructuring and impairment costs {including goodwill).

The sale agreements for all the divestitures contain certain indemnification provisions pursuant to which
Solectron may be required to indemnify the buyer of the divested business for liabilities, losses, or expenses arising
out of breaches of covenants and certain breaches of representations and warranties relating to the condition of the
business prior to and at the time of sale. In aggregate, Solectron is contingently liable for up to $94.8 million for a
period of 12 to 24 months subsequent to the completion of the sale. As of August 31, 2006, most of these
indemnification provisions have expired, and there were no significant liabilities recorded under these indemni-
fication obligations. Additionally, Solectron may be required to indemnify a buyer for environmental remediation
costs for a period up to 10 years and not to exceed $13 million. Solectron maintains an insurance policy to cover
environmental remediation liabilities in excess of reserves previousty established upon the acquisition of these
properties. Solectron did not record any environmental charges upon disposition of these properties.

Item 7a. Quantitative and Quelitative Disclosures About Market Risk

See Management’s Discussion and Analysis of Financial Condition and Results of Operations for factors
related to fluctuations in the exchange rates of foreign currency and fluctuations in interest rates under “Risk
Factors — We are exposed to fluctuations in foreign currency exchange rates and interest rate flucteations.”
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Item 8. Consolidated Financial Statements and Supplementary Data

The information required by Item 8 of Form 10-K is presented here in the following order:
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SOLECTRON CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS -

August 31

2006

2005

{In millions, except
per share data)

ASSETS
Current assets:
Cashand cashequivalents . ......... ... ... ... ... ... .. .. . . ... . .. $11260 $1.6828
Restricted cash and cash equivalents . ... ........ .. .. .. ... ... . . . .. . 31.6 13.2
Short-term investments ............ ... ... ... ... ... . . 229 26.3
Accounts receivable, less allowance for doubtful accounts of $14.5 and $22.3,
respectively ... 1,429.3 1.180.7
Inventories ... ... .. ... L 1,516.1 1,108.5
Prepaid expenses and other current assets. . . .................. ... 225.8 2114
Total current assets . ... ... . L 4,351.7 4,222.9
Property and equipment, net ......... ... ... . 6734 666.3
Goodwill .. ... 155.2 148.8
Otherassets . ........ ... i 193.3 219.8
Total assets. .. ... o $5373.6 $5,2578
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Short-term debt . .. ... ... .. $ 895 § 1657
Accounts payable ... ... L oL 1,616.7 1,371.2
Accrued employee compensation ... ... .. ... ... 170.4 167.0
Accrued expenses and other current liabilities. . . ............ ... . . ... . .. . 427.6 509.6
Total current liabilities . ... ... .. .. 2,304.2 2,213.5
Long-termdebt. ... . ... . 619.4 540.9
Other long-term liabilities . ... ... ... ... .. . ... .. . ... .. ... . . .. .. ... 36.3 59.2
Total liabilities. .. .. ... . . . 2,959.9 2.813.6
Commitments and contingencies
Stockholders® equity:
Preferred stock, $0.001 par value; 1.2 shares authorized; one share issued . . . . . . .. - —
Common stock. $0.001 par value: 1,600.0 shares authorized: 905.8 and 957.9 shares
issued and outstanding, respectively . ....... ... ... . ... ... ... ... 1.0 1.0
Additional paid-in capital. ... ...... ... 0L 7.585.2 7,774.1
Accumulated deficit. ... ... .o (3,073.3)  (5,206.5)
Accumulated other comprehensive losses .. .............. ... ... ... .. {99.2) (124.4)
Total stockholders” equity. .. ... ... . . . . . 2,413.7 24442
Total liabilities and stockholders™ equity. .. ............. ... .. .. ... ... .. $5373.6 $52578

See accompanying notes to consolidated financial statements.
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SOLECTRON CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

Years Ended August 31

2006 2005 2004
(In millions, except per share data)

NEt SAIES « o o oottt e e e $10,560.7 $1044i.1  $11.6383
ST OF SALES © v vt e e ettt e e e 10,013.1 9,868.8 11,068.6
Gross Profil . . oo oot e 547.6 5723 569.7
Operating expenses:

Selling, general and administrative ... ... 4333 412.8 446.7

Restructuring and impairment COSIS. .. ..o v vvnv v 14.0 91.1 177.9

Operating income (l088) .. ... . .v ot 100.3 68.4 (54.9)

INIEIESt TNCOME « o o v e ettt e e e e et a e i aeaiaan e ae e 47.0 38.8 15.1
TMUETESE EXPEMSE . . . v v oo v e s ee s s (28.5) (56.%) (145.3)
Other eXPense, NMEL . . . .ot vv v e oo eaa e .7 (45.5) (80.6)
Income (loss) from continuing operations before income tax expense

(DEMEFI) . . . oottt et 1171 5.2 (265.7)
Income tax expense (benefit) ... .. ... i {(.3) 15.7 (3.3)

Income (loss) from continuing operations . ........... .o oonn $ 1184 % (10.5% § (262.4)
Discontinued operations:
Income from discontinued operations before income tax expense. ... .. 15.6 16.8 93.7
TNCOME 10X EXPEMSE . o o« o v cv v v et n e m s amnas — 2.9 8.7

Income from discontinued Operations .. ........... o 15.6 13.9 85.0
Income (loss) before cumulative effect of change in accounting

PRNCIPIE .. oo 134.0 34 (177.4)

Cumulative effect of change in accounting principle. net . ......... {0.8) — —
Net inCome (I0SS). . o oo v v it e et $ 1332 % 34 % (774
Basic net income (loss) per share:

CONTNUING OPErAONS. . . o oo\ e v v e e e $ 0.13 § (001 $ (030

Discontinued OPErations . . ... ..o s e 0.02 0.01 0.10

Cumulative effect of change in accounting principle, net .......... — — —

Basic net income (loss) pershare .. ... .. .. ovuro 5 015 8§ — § (0.20$)
Diluted net income (loss) per share:

Continuing Operations. . . ...« e v $ 013 § (00D § (030

Discontinued Operations . . .. ... .v i 0.02 0.01 0.10

Cumulative effect of change in accounting principle, net . ......... — — —

Diluted net income (loss) pershare. . ... ... o $ 015 % — 5 (0.20)
Shares used to compute basic net (loss) income per share ........... 9159 967.4 8739
Shares used to compute diluted net (loss) income per share. ......... 916.9 967.4 873.9

See accompanying notes to consolidated financial statements.
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SOLECTRON CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS” EQUITY

Accumulated
- Additional Other Total
M Paid-In Accumulated Comprehensive  Stockholders’
Shares Amount Capital Deficit Losses Equity
(In millions)

Balances as of August 31,2003 ...... 8326 $0.8  $6,658.2  $(5,032.5) $(154.8) $1471.7
Net 1oSS. . o vvie e — $— 35 — $ (774 $ — $ (177.4)
Foreign currency translation. ........ — — — — 3.0 3.0
Unrealized gain on investments ... ... — — — — 9.7 9.7
Stock issued under stock option and

employee purchase plans . ........ 83 — 29.6 — — 29.6
Stockissued . ... ... ... . ... ... 17.1 — 81.7 — — 81.7
Settlement of equity security units . ... 1056 0.2 1.006.4 — — 1,006.6
Balances as of August 31,2004 ... ... 963.6 S$LO  $7,7759  $(5,209.9) 5(148.1) $2.418.9
Netincome . .................... — $— 3 — 5 34 3 — $ 34
Foreign currency translation. . . .. .. .. — — — — 339 339
Change in minimum pension

obligation .. .................. — — — — (10.2) (10.2)
Stock issued under stock option and

employee purchase plans . ........ 5.0 — 16.1 —_ — 16.1
Stockissued . ... .. . ... . ..., 6.6 — 64.3 — — 64.3
Stock repurchased .. .............. 73 _— (82.2) — — (82.2)
Balances as of August 31, 2005... ... 957.9 310 $7.774.1  3(5,206.5) $(124.4) $2,444.2
Netincome .. ................... — '$— 3 — § 1332 $ — $ 1332
Foreign currency translation......... — — — — 25.1 25.1
Unrealized gain on investments ... ... — — — — 0.1 0.1
Impact of adoption of FAS 123R . .. .. — — 22.2 — — 222
Stock issued under stock option &

employee purchase plans ......... 3.9 — 9.5 — _ 9.5
Stock repurchase . ... .......... ... 6Ly _— {220.6) — — (220.6)
Balances as of August 31, 2006 ... ... 9058 S$1.O0  $7.585.2 $(5,073.3) $ (99.2) $2,413.7

See accompanying notes to consolidated financial statements.
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SOLECTRON CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

Years Ended August 31
2006 2005 2004
{In millions)

$133.2 $ 34 %(1774)

Net income (JOSS) & v v vt e e e et i
Other comprehensive income (l0SS): ... .o i
Change in minimum pension liability. . .. ..o
Foreign currency translation adjustments, nel. ... ..o s

— (10.2) —
25.1 339 3.0
0.1 — 9.7

$1584 $27.1 $(170.7)

Unrealized gain on invesStMEnts, NEL. . ... ..o ovui et

Comprehensive income (IOSS) .. ..o

Accumulated foreign currency translation losses were $89.1 million at August 31, 2006, $114.2 million at
August 31, 2005 and $148.1 million at August 31, 2004. Foreign currency translation adjustments consist of
adjustments to consolidate subsidiaries that use the local currency as their functional currency and transaction gains
and losses related 10 inter-company dollar-denominated debt that is not expected to be repaid in the foreseeable
future. Accumulated unrealized gain on investments, net, was $0.1 million at August 31, 2006, $0.0 million at
August 31. 2005 and $0.0 million at August 31, 2004.

See accompanying notes 1o consolidated financial statements.
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SOLECTRON CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended August 31
2006 2005 2004

(Revised)  {Revised)
(In millions)

Cash flows from operating activities:

Net income (J0S8) .« v o vt et e ettt e e e e e e $ 1332 % 34 $% (1774)
Adjustments to reconcile net income (loss) to net cash (used in} provided by operating
" activities: b R .
Income from discontinued operations . ... ... ... oo ool (15.6) (13 (85.0)
Depreciation and AaMOMIZatOn . . . .. .o o0 vt e 1735 193.3 2763
Gain on disposal of property and equipment . .. .......... ... ... ..., e - (0.8) C —
. Loss on retirement of debt and inlerest rte SWaps . ... . oo o i e — 45.6 72.1
Deferred tax charge (benefit). . . .. .. .. . . e (3.9 1.9 T (12,00
Impairment of goodwill and intangible assets. ... ... ... ... ... i — — 475
Impairment of property and equipment and other long-term assets, net. . . . ........... 14.5 46.6 60.2
Stock-based compensation . ... . ... . e 222 —_ —
Changes in operating assets and liabilities:
Accounts receivable, net of allowance, . . .. . ... L. e (246.3) 362.9 (144.3)
IVEALOTIES « v o ot ot et et e e et e e e e e e e e e e (407.4) 348.5 (134.1)
Prepaid expenses and other assets ... ...ttt e e 35 11.0 6.8
Accounts payable . . ... ... e e 244.2 (53.6) 150.3
Accrued expenses and other current liabilities .. ... ..... ... ... ... . o o (68.2) 84 (69.0)
Net cash (used in) provided by operating activities of continuing operations . . . ... ... .. (151.1) 947.3 (8.6)
Net cash (used in) provided by operating activities of discontinued operations. . . . ... ... (8.2) 224 29
Net cash (used in) provided by operating activities . . ... ............ ... .. ... .. (159.3) 969.7 (5.1
Cash flows from investing activities:
Change in restricted cash and cash equivalents . . ... ... ... .. ... . i (18.4) 4.3 44.5
Sale (purchase) of “available for sale” securittes . . .......... .. .. ... .. i 34 (26.3) 275
Seulement of receivable related to synthetic lease .. ... ... ... ... L o i, -— 314 —
Acquisitions, netof cash acquired . . . ... L L e (5.7 (42.2) —
Capital exPenditlles . . . . . ottt e e e e e (196.5) (150.4) (149.6)
Proceeds from sale of property and eqUipment . .. ... oottt i i e 21.5 32.1 68.9
Receipts from discontinued operations . . .. ... .. ... i e e 8.9 38.9 505.6
Supply agreement and other . . . . ... . . L — — 0.2
Net cash (used in) provided by investing activities of continuing operations . . .. ....... {186.8) (112.2) 497.1
Net cash provided by investing activities of discontinuwed operations . . .............. 17.1 16.5 466.3
Net cash (used in) provided by investing activities . . . . ... ... .o (169.7) (95.7) 963.4
Cash flows from financing activities of continuing operations:
Proceeds used for ACES early settlement .. ............. ... v ivennann — — (63.3)
Net proceeds (repayment} on bank lines of credit and other debt arrangements . . . ... ... [.2 (23.8) (50.5)
Proceeds from issuance of debt, net . ... ... L e 147.4 — 436.5
Payments made to redeem ACES and Senior Notes, . . ... .......... ... ... ..... (150.0) (544.7) —
Net {(costs) proceeds to settle interest rate SWapP . . . . . ..« v v i v n v rne e — (8.2) 6.0
Repurchase of LYONS . . .. ... . i e — — (950.2)
Commeon stock repurchase . ..o . i e e e (2309 (71.00 —
Net proceeds from issuance of common stock . . ... ... o il — 717 1111
Net proceeds from stock issued under option and employee purchase plans . ... ... ... ... 9.5 — —
Net cash used in financing activities of continuing operations. . . . ................. (222.8) (570.00 (510.4)
Net cash used in financing activities of discontinued operations ... ................ (8.9) (38.9) (507.4)
Net cash used in financing activities. . .. ........ ... ... ... .. ... .. ... [ 231.71) (608.9) (1,017.8)
Effect of exchange rate changes on cash and cash equivalents . . . ................ ... 3.9 5.0 14.7
Net (decrcase) increase in cash and cash equivalents .. ......... .. ... ... .. ... (556.8) 270.1 (45.4)
Cash and cash equivalents of continuing operations at beginning of year . . ............. 1,682.8 1,412.7 1.425.3
Cash and cash equivalents of discontinued operations at beginning of year. . .. .......... — 32.8
Total cash and cash equivalents at beginning of vear. . . ... ... ... ... ......... 1,682.8 1.412.7 1,458.1
Cash and cash equivalents of continuing operations atend of year .. ................. 1,126,0 1.682.8 1,412.7
Cash and cash equivalents of discontinued operations atendof year . . . . .............. — — —
Total cash and cash equivalents atendof year . .. .. .. ... ... Lol $1,126.0 $1.682.8 § 14127

See accompanying notes to consolidated financial statements
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SOLECTRON CORPORATION AND SUBSIDIARIES
Notes to Consolidated Financial Statements — (Continued)
Property and Equipment:  Property and equipment are recorded at cost. Depreciation and amortization are

computed based on the shorter of the estimated useful lives o the related lease terms, using the straight-line method.
Estimated useful lives are presented below.

Machinery. equipment, and computer SOftWare . .......... 2-7')}ears

Furniture and fIXtUIES. .. oo v e vt v e 3-5 years

Leasehold improvements ... .......ooonvr e e -shorter of estimated life or lease term
Buildings. . . oo v 15-50 years

e

Property and equipment are evaluated for impairment whenever events or changes in circumstances indicate
the carrying value of an asset may not be recoverable. An impairment loss is recognized when estimated
undiscounted cash flows expected to result from the use of the asset plus net proceeds expected from disposition
of the asset (if any) are less than the carrying value of the asset. When an impairment loss is recognized, the carrying
amount of the asset is reduced to its estimated fair value. :

]

Goodwill and Intangible Assets:  Statement of Financial Accounting Standards (*SFAS™) No. 142 “Goodwill
and Other Intangible Assets™ requires goodwill to be tested for impairment on an annual basis and between annual
tests in certain circumstances, and written down when impaired, rather than being amortized as previous accounting

standards required. Furthermore, SFAS No. 142 requires purchased intangible assets other than goodwill to be
amo_rtized over their useful lives unless these lives are determined to be indefinite. =

. 2l .

In accordance with Statement of Financial Accounting Standards (“SFAS”) No. 142, Solectron reviews the
carrying amount of goodwill for impairment on an annual basis during the fourth quarter (as of June 1).
Additionally, Solectron performs an impairment assessment of goodwill whenever events or changes in circum-
stances indicate that the carrying value of goodwill may not be recoverable. Significant changes in circumstances
can be both internal to Solectron’s strategic and financial direction, as well as changes to the competitive and
economic landscape. With the change to one operating segment as of Sept 1, 2003, Solectron determined that there
was a single reporting unit for the purpose of goodwill impairment tests under SFAS No. 142. For purposes of
assessing the impairment of Solectron’s goodwill, Solectron estimates the value of the reporting unit using its
market capitalization as the best evidence of fair value. This fair value is then compared to the carrying value of the
reporting unit. If the fair value of a reporting unit is less than its carrying vatue, Solectron then allocates the fair
value of the unit to ali the assets and liabitities of that unit (including any unrecognized intangible assets) as if the
reporting unit’s fair value was the purchase price to acquire the reporting unit. The excess of the fair value of the
reporting unit over the amounts assigned to its assets and liabilities is the implied fair value of the goodwill. If the
carrying amount of the reporting unit’s goodwill exceeds the implied fair value of that goodwill, an impairment loss
is recognized in an amount equal to that excess. The process of evaluating the potential impairment of goodwill is
subjective and requires judgment at many points during the test including future revenue forecasts, discount rates
and various reporting unit allocations. : - '

Intangible assets consist of supply agreements, inteliectual property, and contractual and non-contractual
customer relationships obtained in acquisitions. These assets are included within other assets within the consol-
idated balance sheets and are carried at cost less accumulated amortization. Amortization is computed over the
estimated useful lives of the respective assets. Intangible assets are evaluated for impairment whenever events or
changes in circumstances indicate the carrying value of an asset may not be recoverable. An impairment loss is
recognized when estimated undiscounted cash flows expected to result from the use of the asset plus net proceeds
expected from disposition of the asset (if any) are less than the carrying value of the asset. When an impairment loss

is recognized, the carrying amount of the asset is reduced to its estimated fair value.

Restructuring and Related Impairment Costs:  Over the past few years, Solectron has recorded restructuring
and impairment costs as it rationalized its operations in light of global footprint optimization, customer demand
declines, and the economic downturn. These measures, which included reducing the workforce, consolidating
facilities and changing the strategic focus of a number of sites, were largely intended to align Solectron’s capacity
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SOLECTRON CORPORATION AND SUBSIDIARIES

Notes to Consolidated Financial Statements — (Continued)

and infrastructure to anticipated customer demand and transition its operations to lower cost regions. These
restructuring measures were undertaken in accordance with restructuring plans that were reasonable, probable and
unlikely of significant change at the time of plan establishment. These restructuring and impairment costs include
employee severance and benefit costs, costs related to leased facilities abandoned and subleased, impairment of
owned facilities no longer used by us which will be disposed, costs related to leased equipment that has been
abandoned. and impairment of owned equipment that will be disposed. For owned facilities and equipment, the
impairment loss recognized was based on the fair value less costs to sell, with fair value estimated based on existing
market prices for similar assets,

Severance and benefit costs are recorded in accordance with SFAS No. | 12, “Employer’s Accounting for
Postemployment Benefits,” as Solectron has concluded in the pasi that it had a substantive severance plan based on
past restructuring actions in many of the geographies in which Solectron operates. These costs are recognized when
Solectron management has committed to a formal restructuring plan and the severance costs are probable and
estimable. Solectron applies the provisions of SFAS No. 146, “Accounting for Costs Associated with Exit or
Disposal Activities™ relating to one-time termination benefits to both (1) severance activities in geographies where
it does not have a substantive severance plan and (2) situations in which the severance benefits offered 10 employees
within a given geography are in excess of those offered under prior restructuring plans. Severance costs accounted
for under SFAS No. 146 are recognized when Solectron management with the proper level of authority has
committed to a restructuring plan and communicated those actions to employees. Solectron’s estimate of severance
and benefit costs assumptions is subjective as it is based on estimates of employee attrition and assumptions about
future business opportunities.

In accordance with SFAS No. 146, the estimated lease loss accrued for leased facilities abandoned and
subleased after December 31, 2002 represents the fair value of the lease liability as measured by the present value of
future lease payments subsequent to abandonment less the present value of any estimated sublease income. For
those facilities abandoned and subleased before lanuary 1, 2003, as part of restructuring activities under EITF Issue
No. 94-3, “Liability Recognition for Certain Employee Termination Bencfits and Other Costs 1o Exit an Activity™,
the estimated lease loss represents payments subsequent to abandonment less any estimated sublease income. In
order to estimate future sublease income, Solectron works with real estate brokers to estimate the length of time
until it can sublease a facility and the amount of rent we can expect to receive. Estimates of expected sublease
income could change based on factors that affect its ability to sublease those facilities such as general economic
conditions and the real estate market, among others.

Other exit costs include costs to consolidate facilities or close facilities and relocate employees. A liability for
such costs is recorded at its fair value in the period in which the liability is incurred.

At each reporting date, Solectron evaluates its accruals for exit costs and employee separation costs to ensure
the accruals are still appropriate. In certain circumstances, accruals are no longer required because of efficiencies in
carrying out the plans or because employees previously identified for separation resigned and did not receive
severance or were redeployed due to circumstances not foreseen when the original plans were initiated. If necessary,
Solectron reverses accruals through the income statement line item entitled “restructuring and impairment costs”,
where the original charges were recorded, when it is determined that they are no longer required.

Income Taxes: Solectron uses the asset and liability method of accounting for income taxes. Deferred tux
assets and liabilities are recognized for the future consequences atiributable to differences between the financial
statement carrying amounts of existing assets and liabilities and their respective tax bases. When necessary, a
valuation altowance is recorded to reduce tax assets to an amount for which realization is more likely than not. The
effect of changes in tax rates is recognized in the period in which the rate change occurs. Solectron provides accruals
for contingent tax liabilities in accordance with SFAS No. 5 “Accounting for Contingencies™.
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Statement No. 143, “Accounting for Asset Retiremiént Obligations” (“SFAS 1437). FIN 47 clarifies that the term
“conditional asset retirement obligation” as used in SFAS 143 refers to a legal obligation to'performan asset
retirement activity in which the timing and (or) method of settlément are conditional on a future event that may-or
may not be within the control of the entity. An entity-is required to recognize a liability for the faif value ‘of a
conditional asset retirement obligation if the fair value of the liability can be 'réasonably’ estimated, even if
conditional on a future event. As permitted, Solectron recognized the effect of applying FIN 47 as a cumulative
effect of a change in accounting princib!f;. Our adoption of FIN 47 resulted in an increase in net equipment and
leasehold improvements of approximately $0.3 million, recognition of an asset ‘retirement obligation (“ARO[)
liability of $1.1 million, and a cumulative effect of adoption of $0.8 million, or $0.001 per share, for the year ended
August 31, 2006. The ARO liability is principally for estimable asset retirement obligations related to remediation
costs, which Solectron estimates will be incurred upon the expiration of certain-operating’ leases. 4

r e N . e

New Accounting Principles: . C e R N T

In July 2006. the Financial Accounting Standards Board(FASB) issued FASB Interpretation 48, “Accounting
for Income Tax Uncertainties” (“FIN 487). EIN 48 defines the threshold for.recognizing the:benefits of tax return
positions in the financial statements as “more-likely-than-not” to be sustained by the taxing authority. The recently
issued literature also provides guidance on ‘the derecognition. measurement and classification of income tax
uncertainties, along with any related interest and penalties. FIN 48 also_includes guidance concerning accounting
for income tax uncertainties m interim. periods and incrcqsés%i"ﬁé level of:disglqsdtfas_ associated with any }ego;qled
income tax uncertainties. FIN 48 is effective for fiscal years beginning after December 15, 2006. Any differences
between the amounts recognized in the statements of financial position prior to the adoption of 'FIN 48 and the
amounts reported after adoption will be accounted for as a cumulative-effect adjustment recorded to the beginning
balance of retained earnings. The Company is currently in the process of determining the impact. if.any, of adopting
the provisions of FIN 48 on its ﬁnancia'l poslition, results of opcr:_nions and cash flows. \

In September 2006, the Securitiés and Exchange Commission (SEC) iséted Staff Accd‘dhli_n'g Bullétin'No. 108,
(“SAB 108”). The interpretations in SAB 108 are being issued to dddress diversity in practice in quantifying
financial statement misstatements and the potential under current practice for the'l:iit'ilid up of impt:opgi' amounts on

the balance sheet. SAB 108 is effective for the first interim period of the first ﬁséalr');é'qr'end@ng'_;zf!tér November 15,

2006. Solectron has not yet con;pleted its analysis, however, the Companyﬂésti@z{teis that 'thE; ckp;;cted ni;t rédijct_ioh
to opening retained earnings will be approximately $10.0 miltion, as a result of adopting SAB 108. The Company is
continuing to evaluate the impact of adopting SAB 108 and, as a result, the actual reduction to the opening retained
earnings balance could be different than $10 million estimate. : ' ) R
S - = o o

In September 2006, the Financial Accounting Standards Board (FASB) issued SFAS No. 157, “*Fair Value
Measurements” (“SFAS 1577). SFAS 157 replaces the different definitions of fair value in the accounting literature
with a single definition. It defines fair value as the price that would be received to sell un asset or paid to'transfer a
liability in an orderly transaction between market participants at the-measurement date. SFAS 157 is effective for
fair-value measurements already required or permitted by other standards for financial statements issued foi fiscal
years beginning after November 15, 2007 and interim periods within those fiscal yedrs. The Company is curréntly in
the process of determining the impact, if any. of adopting the provisions of SFAS 157 on its financial position,
results of operations and cash _flp'ws. L o . o M " e _ '

R T N TN .

Reclassifications:

a U

" Certain prior year amounts have been reclassified to conform to current year. presentation.
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NOTE 2. Cash, Cash Equivalents and Short-term Investments

Cash, cash equivalents and short-term investments (related to continuing operations and including restricted
amounts) as of August 31, 2006 and 2005, consisted of the following (in millions}:
Cash, Cash

Equivalents and Short-
Term Investments

August 31, 2006

Cash and restricted cash . .. .. ... ... .. . e $ 4564
Money market funds . . ... ... ... e 401.0
Term dePOSItS . . oo vttt et e i 231.1
Commercial Paper. . . ... ..o e e 15.4
US government and agency securities ... .......... ... ... ... ... .. ... 13.2
Overnight deposits and other cash equivalents . .. ...................... 40.5
Short-term INVESHMENTS . . . . ...ttt ettt e i i e e e e 22.9
TOtal, ot e e s $1,180.5
August 31, 2005
Cash and restricted cash . . . ... ... . i $ 826.1
Money market funds . .. . ... ... e 747.1
Term deposits . . . ... .. . 89.0
Commercial PAPeT. . . .. . ..ttt e e 12.0
US government and agency securities . .. ........ .. ... .. 11.7
Overnight deposits and other cash equivalents . .. ... ... ... ............ 10.1
Short-term iNVESHIMEIIES . . . . ...\ttt ettt a e i ine et ciae s 26.3
B e 1 $1,7223

Restricted cash and cash equivalents are restricted as collateral for the standby letters of credit and for specified
obligations under certain synthetic lease agreements and in connection with standing letters of credit related to self-
insurance reserves. Short-term investments are carried at fair market value and are classified as available for sale,
which approximates cost. Realized and unrealized gains and losses for the fiscal years ended August 31, 2006 and
2005 were not significant.

NOTE 3. Revision of Statements of Cash Flows

Solectron has revised its statements of cash flows for the years ended August 31, 2005 and 2004, respectively,
to present cash flows related to discontinued operations consistent with the requirements of Financial Accounting
Standards Board (“FASB") Statement No. 95, “Statement of Cash Flows”, This revision includes beginning the
indirect method of determining cash flows from operating activities with net income (ldss) rather than net income
(loss) from continuing operations. In addition, the operating, financing and investing cash flows of discontinued
operations have been separately presented within the body of the statements of cash flows which in prior periods
were reported on a consolidated basis as a single amount. Solectron has utilized this presentation for the year ended
August 31, 2006 and intends to utilize this revised presentation in all future annual and quarterly filings.

NOTE 4. Stock-Based Compensation

Effective September 1, 2005, Solectron began recording compensation expense associated with stock options
and other forms of equity compensation in accordance with Statement of Financial Accounting Standards No. 123R,
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SOLECTRON CORPORATION AND SUBSIDIARIES

Notes to Consclidated Financial Statements — (Continued)

“Share-Based Pavment,” ("SFAS 123R") as interpreted by SEC Staff Accounting Bulletin No. 107. Prior to
September 1, 2005, the Company accounted for stock options according to the provisions of Accounting Principles
Board (“*APB") Opinion No. 25. Accounting for Stock Issued 1o Employees, and related interpretations, and
therefore no related compensation expense was recorded for awards granted with no intrinsic value. Solectron
adopted the modified prospective transition method provided under SFAS 123R, and consequently has not
retroactively adjusted results from prior periods. Under this transition method, compensation cost associated with
stock options now includes 1) quarterly amortization related to the remaining unvested portion of ali stock option
awards granted prior to September 1. 2005, based on the grant date fair value estimated in accordance with the
original provisions of SFAS 123; and 2) quarterly amortization related to all stock option awards granted subsequent
to September 1, 2005, based on the grant-date fair value estimated in accordance with the provisions of SFAS 123R.
In addition, Solectron records expense over the offering period and the vesting term, respectively, in connection
with 1) shares issued under its employee stock purchase plan and 2) restricted stock and discounted stock options.
The compensation expense for stock based compensation awards includes an estimate for forfeitures and is
recognized over the expected term of the options using the straight-line method. As a result of the adoption of
SFAS 123R. Solectron’s earnings from continuing operations before income taxes. eamings from continuing
operations, and net earnings for the year ended August 31, 2006 were $14.2 million lower than they would have
otherwise been under Solectron’s previous accounting method for share-based compensation. Prior to adoption of
SFAS 123R. benefits of tax deductions in excess of recognized compensation costs were reported as operating cash
flows. SFAS 123R requires that they be recorded as a finuncing cash inflow rather than as a reduction of taxes paid.
For the year ended August 31, 2006, no excess tax benefits were generated from option exercises. The Company
evaluated the need to record a cumulative effect adjustment for estimated forfeitures upon the adoption of
SFAS 123R and determined the amount to be immaterial. The Company has recorded no amount for excess tax
benefits in additional paid-in capital since the adoption of SFAS 123R. To determine excess tax benefit, the
Company used the alternative transition method (short-cut method) as set forth in the FASB Staff Position
No. FAS 123R-3 “Transition Election Related to Accounting for the Tax Effects of Share-Based Payment Awards.”

Total stock compensation expense for the year ended August 31. 2006 of $22.2 million was included in cost of
sales and selling, general and administrative expense in the amounts of $6.6 million and $15.6 million, respectively.
Total stock compensation expense for the year ended August 31, 2005 of $8.0 million was included in selling,
general, and administrative expense.

For stock options granted prior to the adoptions of SFAS 123R, if compensation expense for the Company's
various stock option plans had been determined based upon estimated fair values at the grant dates in accordance
with SFAS 123, the Company’s pro forma net income (loss) and basic and diluted income {loss) per share would
have been as follows:

2005 2004

(In millions, except
per-share data)

Net income (loss) as reported . . . .. e A $ 34  S(177.4)
Stock-based employee compensation expense determined under fair value

method, net of related tax effects .. ... .. ... i (58.7) (60.5)
Pro fOrMa NEE 1SS & o v v s e e et et ae e e et e e e e $(55.3) $(237.9)
Net loss per share

Basic and diluted —as reported . . .. ... § —  $020

Basic and diluted — pro forma . . ... ..o .o $(0.06) $ (0.27)

Stock-based employee compensation expense determined under the fair value method, net of related tax
effects. included zero and $6.5 million of expense relating to discontinued operations during fiscal years 2005 and
2004, respectively.
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Stock Options

Solectron’s stock option plans provide for grants of options to employees to purchase common stock at the fair
market value of such shares on the grant date. The options vest monthly over a four-year period beginning on the
grant date. The term of the options is seven years for options granted between January 12, 1994 and September 20,
2001, and ten years for options granted thereafter. Options assumed under past acquisitions generally vest over
periods ranging from immediately 1o five years from the original grant date and have terms ranging from two to ten
years. Solectron’s 2002 stock option plan, as amended, also provides for grants of discounted stock options at a price
below the market value on the day of the stock option grant.

The fair value of each option award is estimated on the date of grant using the Black-Scholes valuation model
and the assumptions noted in the following table. The expected life of options is based on observed historical
exercise patterns, Groups of employees that have similar historical exercise patterns have been considered
separately for valuation purposes. For fiscal 2006, the expected volatility of stock options is based upon equal
weightings of the historical volatility of Solectron stock and, for fiscal periods in which there is sufficient trading
volume in options on Solectron’s stock, the implied volatility of traded options on Solectron stock having a life of
more than six months. For fiscal years 2005 and 2004, the expected volatility was based solely on historical
volatility. The expected volatility of Employee Stock Purchase Plan shares is based on the implied volatility of
traded options on the Company’s stock in periods in which there is sufficient trading volume in those options.
Otherwise, historical volatility is utilized. The risk free interest rate is based on the implied yield on a U.S. Treasury
zero-coupon issue with a rematning term equal to the expected term of the option. The dividend yield reflects that
Solectron has not paid any cash dividends since inception and does not intend to pay any cash dividends in the
foreseeable future.

Stock Option Plans 2006 2005 2004
Expected volatility . . . ................. 52% to 59% 57% 75%
Dividend yield. . ... ........ ... ... .. zero 7Ero ZEro
Expected life of options . . .. .. .......... 4.3 years to 4.9 years 4.5 years 3.9 years
Risk-free interest rate. . .. .............. 4.26% to 5.1% 3.79% 2.30% to 3.06%
Employee Stock Purchase Plan 2006 2005 2004
Weight-average volatility . .............. 30% to 44% 37% T7%
Dividend yield. . ... ....... ... ... ..... zero Zero zero
Expected life of purchase right . . ....... .. 610 12 months 6 to 12 months 6 months
Risk-free interestrate . . . . .............. 394% to 5.1% 2.90% 1.00% to 1.70%

The following table summarized stock option activity and weighted average exercise prices for stock options
granted, exercised, and forfeited during fiscal 2006 and the balance of outstanding and exercisable stock options as
of August 31, 2006:

Weighted
Stock Option Average
Awards Exercise

Qutstanding Price
Balance at August 31,2005 .. ... ... 50,851,092 % 9.75
Granted . . . . . e e 3,500,700 $ 3.68
Exercised . . . .o ot e e e 198,899 $ 3.28
Forfeited .. ............... e 9,140,530 $10.82
Balance at August 31,2006 ... ... .. e 45,012,363 $ 9.09
Exercisable at August 31, 2006, ... .. ... ... .. L L 35,818,238 $10.44
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SOLECTRON CORPORATION AND SUBSIDIARIES
Notes to Consolidated Financial Statements — (Continued)
As of August 31,2006, the number of stock options outstanding and exercisable by range of exercise prices, the

weighted average exercise prices, the intrinsic value and for options outstanding the weighted average remaining
contractual life are as follows:

Options Outstanding Options Exercisable
Weighted

Average Weighted ’ Weighted
Remaining Average Average
Number Contractual Exercise Number Exercise

Range of Exercise Prices Outstanding Term Price Exercisable Price
$188-F5376....... . 5,043,194 8.37 $ 3515 1,998,643 % 3.405
$377-8 377, .. e 3,820,351 6.89 $ 3.770 2,947,627 $ 3770
$379-85 379, ... ... e 4,922,171 8.89 $ 3.790 1,179,910 _ § 3.790
$399-5399. ... ... 4,500,000 6.37 $ 3.990 4031,250 $ 3.990
$401-F5507. .. ... 4,024,742 742 $ 4.525 3,250,979 % 4.613
$509-3509. ... ... . i 5,265,532 7.81 $ 5.090 5,108,499 § 5.090
$5.03-83646. ... ... . 4,667,839 7.15 $ 5.698 4,551,124 § 5.693
$654-51029. ... .. 5,188,305 5.07 $ 9.646 5,169,944 % 9.657
SIOT8-335.03. . ... 5,270,673 1.64 $22.632 5,270,673  $22.632
$3531 -851.67. ... .. e 2,309,589 1.50 $43.036 2.309,589  $43.036
S 188 -551.67. ... s 45,012,396 6.30 $ 9.088 35818238 $10.441

The Company has recorded $12.0 million of compensation expenses relative to stock options (other than
discounted stock options) for the year ended August 31, 2006 in accordance with SFAS 123R. As of August 31,
2006, there was $16.1 million of total unrecognized compensation costs related to stock options. These costs are
expected to be recognized over a weighted average period of 1.34 years.

The weighted-average fair value of stock options granted during the year ended August 31, 2006, was $1.89 per
share. The total intrinsic value of stock options exercised during the year ended August 31, 2006, was $0.6 million.

At August 31, 2006, an aggregate of 61.5 million shares were authorized for future issuance under the
Company’s stock plans, which cover stock options, Employee Stock Purchase Plan, restricted stock awards and
discounted stock options. A total of 52.1 million shares of common stock were available for grant under Solectron’s
stock option plans as of August 31, 2006. Awards that expire or are cancelled without delivery of shares generally
become available for issuance under the plans. '

An initial option is granted to each new outside member of Solectron’s Board of Directors to purchase
20,000 shares of common stock at the fair value on the date of the grant. On December 1 of each year,each outside
member is granted an additional option to purchase 20,000 shares of common stock at the fair market vatue on such
date. These options vest over one year and have a term of seven years,

Employee Stock Purchase Plan

Under Solectron's Employee Stock Purchase Plan, employees meeting specific employment qualifications are
eligible to participate and can purchase shares semi-annually through payroll deductions at the lower of 85% of the
fair market value of the stock at the commencement or end of the offering period. The Purchase Plan permits
eligible employees to purchase common stock through payroll deductions for up to 10% of qualified compensation.
Solectron has treated the Employee Stock Purchase Plan as a compensatory plan, The Company has recorded
compensation expense relative to the Purchase Plan in the year ended August 31, 2006 of $3.1 million.
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Restricted Stock Awards and Discounted Stock Options

During fiscal 2005 and 2004, Solectron issued discounted stock options under its 2002 stock option plan of
1.5 million and 0.7 million shares, respectively, to certain eligible executives and employees at a price below the
market value on the day of the stock option grant. During the year ended August 31, 2006, an additional 7.0 million
discounted options were granted to certain eligible employees. Compensation expense under the fair value method
for the year ended August 31, 2006 is being amortized over the vesting period and was $7.1 million. Compensation
expense under the intrinsic value method for the years ended August 31, 2005 and 2004. was $1.5 million and
$0.7 million, respectively. For compensation expense purposes, the intrinsic value of restricled stock awards and
discounted stock options equals the fair market value of these awards.

The weighted-average fair value of the discounted stock options granted in the year ended August 31, 2006 was
$3.6) per share. At August 31, 2006, unrecognized costs related to all restricted stock awards and discounted stock
options totaled approximately $22.9 million and is expected 0 be recognized over a weighted average period of
1.7 years. The total fair value of restricted stock and discounted stock options vested was $0.8 million during the
year ended August 31, 2006,

NOTE 5. Inventories

Inventories related to continuing operations as of August 31. 2006 and 2005, consisted of the following (in
millions):

2006 2005
Raw materials. . ... ... o $LI27.0 % 7710
Work-in-process . ... L 202.2 152.8
Fimished goods ... ... 186.9 184.7
Total. ..o $1.516.1  $1,108.5

NOTE 6. Property and Equipment

Property and equipment related to continuing operations as of August 31, 2006 and 2005, consisted of the
following (in millions):

2006 2005
Land. ..o $ 435 $ 464
Building and improvements . ... ....... .. ... ... .. .. . . . ... 367.1 3843
Leasehold improvements . .. ....... ... . ... .. .. ... ... .. .. ... 100.8 825
Furniture. fixtures, equipment and other. . ... ..... ... ... .. ... . ... . . . . 1,040.0 987.5
Computer equipment and software. ... ... ... ... . 338.3 317.6

1,889.7 1,818.3
Less: uccumulated depreciation and amortization .. ... ... ... .. ... ... 1.216.3 1,152.0
Property and equipment, net ... ... ... L $ 6734 § 666.3

NOTE 7. Lines of Credit

As of August 25, 2006, Solectron had available a $500 million secured revolving credit facility dated
August 20, 2004 (the “Existing Facility™) set to expire on August 20, 2007. The Existing Facility was guaranteed by
certain domestic subsidiaries and secured by the pledge of domestic accounts receivable, inventory and equipment,
the pledge of equity interests in certain subsidiaries and notes evidencing inter-company debt. Borrowings under the
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Existing Facility bear interest, at Solectron’s option, at the London Inter-bank Offered Rate (L1IBOR) plus a margin
of 2.25% based on Solectron’s current senior unsecured debt ratings, or the higher of the Federal Funds Rate plus
1/2 of 1% or Bank of America N.A.’s publicly announced prime rate. As of August 25. 20006, there were no
borrowings outstanding under this facility. Solectron is subject to compliance with certain financial covenants set
forth in the Existing Facility including, but not limited to. capital expenditures, cash interest coverage ratio and
leverage ratio. Solectron was in compliance with all applicable covenants as of August 31. 2006.

Subsequent to the year end, Solectron ¢ntered into a $350 million Credit Agreement (“the Credit Agreement”)
that amends and replaces the Existing Facility. The Credit Agreement provides for a revolving multicurrency
secured credit facility, which may be used to borrow revolving loans or issue stundby letiers of credit. subject to a
$100 million letter of credit sub-limit. The Company may request an increase in the credit facility of up to an
additional $150 miltion, to provide for an aggregate commitment of up to $500 million. As of August 31, 2006 there
were no revolving loans outstanding and approximately $2.3 million in letters of credit cutstanding under the Credit
Agreement, The revolving loans under the Credit Agreement bear interest. at the Company’s option, at either (i) the
base rate, which is defined as a fluctuating rate per annum cqual to the greater of (A) Bank of America N.A.'s prime
rate. or {B) the average rate on overnight tederal funds plus one-half of one percent, or (i) a rate equal to (A) the
London Inter-bank Offered Rate (LIBOR) plus (B) an applicable margin ranging from 1.0% to 2.0% based on
Solectron’s non-credit-enhanced senior unsecured long-term debt ratings. The Credit Agreement expires on
August 28, 2009 and may be prepaid at any time without penalty or premium at the option of the Company.

The obligations under the Credit Agreement are guaranteed by the Company’s existing and future material
domestic subsidiaries. and such obligations, including the guarantees. are secured by: (i) the Company’s and iis
domestic subsidiarics’ accounts receivable, equipment and inventory. (i) a pledge of the capital stock of the
Company's material domestic subsidiaries. (iii) a pledge of 65% of the capital stock of the Company's material first-
tier foreign subsidiaries, and (iv) a pledge of certain inter-company indebtedness among the Company and certain of
its subsidiaries. In the event that the Company’s non-credit-enhanced senior unsecured long-term debt achieves a
rating of BB/Ba3 (stablefstable) or BB-/Ba2 (stable/stable) or higher from Standard & Poor’s Ratings Services and
Moody's Investors Service, Inc., respectively, the liens on the collateral described in clause (i) above will be
released. Solectron is subject to compliance with certain financial covenants set forth in this facility including. but
not limited to, capital expenditures, cash interest coverage ratio and leverage ratio. Solectron was in compliance
with all applicable covenants as of August 31, 2006.
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NOTE 8. Debt

Debt related to continuing operations at August 31, 2006 and 2003, consisted of the following (in millions,
except for percentages):

2006 2005
(In millions)

8.00% senior subordinated notes, face value of $150.0, fair value of $145.1 in

2006, due 2016, . . ... e e $1500 § —
0.5% convertible senior notes, face value of $2.7, fair value of $2.0 in 2006 and

$2.1in 2005, due 2034 . . .. 2.7 2.7
0.5% convertible senior notes, series B, face value of $447.3, fair values of

$338.8 in 2006 and $341.0in 2005, due 2034 . . ... ... ... ... . . ..., 4473 447.3
7.375% senior notes, face value of $150.0, fair value of $151.3 in 2005, due

2006, . o —_— 150.0
7.97% adjustable conversion-rate equity securities (ACES), face value of $64.3,

fair values of $64.5 in 2006 and $65.8 in 2005, due 2006 ... ............. 64.3 63.6
2.75% zero-coupon convertible senior notes, face values of $12.0 in 2006 and

$13.0 in 2005, fair values of $8.2 in 2006 and $8.7 in 2005, due 2020....... 82 8.7
3.25% zero-coupon convertible senior notes, face values of $1.7 in 2006 and $5.0

in 2005, fair values of $1.1 in 2006 and $3.1 in 2005, due 2020............ 1.1 3.1
Other, fair values approximate carrying value .......... ... ... ... ....... 353 31.2

Total debt. . ..o $708.9  $706.6

Less: cumment pOrtION . . . . ...ttt e e e e e 89.5 165.7

Total long-term debt . . . ... ... ... . e $619.4  $540.9

8.00% Senior Subordinated Notes due 2016

On February 14, 2006, Solectron’s wholly owned subsidiary Solectron Global Finance Ltd (“Solectron Global
Finance™) issued $150 million of senior subordinated notes due 2016 (the “Subordinated Notes™) in reliance on
exemption from the registration requirements of the Securities Act. The Subordinated Notes are unconditionally
guaranteed by Solectron on a senior subordinated basis, will mature on March 15, 2016, and bear interest at the rate
of 8% annually. Cash interest payments on the Subordinated Notes will be made semiannually in arrears on March
15 and September 15 of each year, beginning on September 15, 2006. The Subordinated Notes will be redeemable,
in whole or in part, at any time on or after March 15, 2011 at specified redemption prices plus accrued and unpaid
interest. Prior to March 15, 2011, Solectron Global Finance or Solectron will have the option to redeem the
Subordinated Notes, in whole or in part at a price equal to the greater of (1) 100% of the principal amount of the
Subordinated Notes redeemed plus accrued and unpaid interest or (2) the make-whole premium plus accrued and
unpaid interest. In addition, subject to certain conditions, prior to March 15, 2009, Solectron Global Finance or
Solectron may redeem up to 35% of the aggregate principal amount of the Subordinated Notes with the net proceeds
of a qualified public common stock offering by Solectron at a redemption price of 108% of the principal amount of
the Subordinated Notes, plus any accrued and unpaid interest to the redemption date. Solectron used the net
proceeds from the offering, together with cash on hand, to repay its 7.375% Senior Notes on March 1, 2006. On
September 5, 2006, pursuant to a Registration Rights Agreement, Solectron Global Finance and Solectron
completed an exchange offer of $150 million in aggregate principal amount of Solectron Giobal Finance’s
8.00% Senior Subordinated Notes due 2016 (the “Exchange Notes™) that have been registered under the Securities
Act for the same principal amount of its outstanding unregistered Subordinated Notes. Both the Subordinated Notes
and the Exchange Notes are guaranteed by Solectron on a senior subordinated basis and the guarantee with respect
to the Exchange Notes has been registered under the Securities Act.
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0.5% Convertible Senior Notes due 2034

On February 17, 2004, Solectron issued $450 million of 0.5% convertible senior notes (the “Original Notes™),
to qualified institutional buyers in reliance on Rule 144A under the Securities Act. The Original Notes are
unsecured and unsubordinated indebtedness of Solectron and wil] mature on February 15, 2034. Upon conversion of
the Original Notes. Solectron will deliver shares of its common stock at the applicable conversion rate. The Original
Notes do not provide an adjustment to the conversion rate upon a change in control.

On February 10, 2005, Solectron completed an exchange offer with respect to the Original Notes for an equal
amount of its newly issued 0.5% convertible senior notes, Series B due 2034 (the “New Notes™} and cash. Solectron
accepted for exchange $447.3 million aggregate principat amount of outstanding notes. representing approximately
99.4% of the total outstanding notes. Upon conversion of the New Notes, Solectron will deliver $1,000 in cash for
the principal amount, and at its election, either common stock or cash, for the conversion value above the principal
amount. Holders electing to convert upon a change of control, prior to February 15, 2011, unless the consideration
consists of at least 90% in the form of listed shares (excluding cash payments for fractional shares and cash
payments made pursuant to dissenters’ appraisal rights), shall be eligible for an increase in the conversion rate in
accordance with the terms of the New Notes.

On or after February 20, 2011, Solectron will have the option to redeem all or a portion of the New Notes that
have not been previously purchased, repurchased or converted, at 100% of the principal amount of the New Notes to
be redeemed plus accrued and unpaid interest and liquidated damages owed, if any. up to, but excluding, the date of
the purchase. Holders of the New Notes may require Solectron to purchase all or a portion of the convertible notes
for cash on each of February 15,2011, 2014, 2019, 2024, and 2029 at a price equal to 100% of the principal amount
of the convertible notes to be repurchased plus accrued and unpaid interest, up to, but excluding, the date of
repurchase. Holders will have the option, subject to certain conditions, 10 require Solectron to repurchase any New
Notes held by such holder in the event of a “change in control”, as defined, at a price of 100% of the principal
amount of the convertible notes plus accrued and unpaid interest up to. but excluding, the date of repurchase. The
New Notes arc convertible into cash and either common stock or cash at any time prior to maturity, subject to the
terms of the notes.

After the exchange offer was complete, there were approximately $2.7 million aggregate principal amount of
Original Notes outstanding. Interest on both the Original Notes and the New Notes (together. the “convertible
notes™) will be paid on February 15 and on August 15 of each year. The conversion rate for the convertible notes is
103.4468 per $1.000 principal amount, subject to certain adjustments in certain circumstances. This is equivalent to
a conversion price of $9.67 per share. As of August 31, 2006 the aggregate carrying amount of the convertible notes
was $450.0 million, and classified as long-term debt. '

7.375% Senior Notes

In February 1996, Solectron issued $150 million aggregate principal amount of 7.375% unsubordinated notes.
These notes were redeemed at maturity on March 1, 2006.

Adjustable Conversion-Rate Equity Securities (ACES)

On August 31, 2004, there were 2.6 million ACES units remaining. Each ACES unit has a stated amount of
$25.00 and consisted of (a) a contract requiring the holder to purchase, for $25.00, a number of shares of Solectron
common stock (subject Lo certain anti-dilution adjustments); and (b) a $25 principal amount of 7.97% subordinated
debenture due 2006.

On November 15, 2004, Soleciron issued 6.6 million shares of its common stock at a settlement rate of
2.5484 shares per ACES unit as defined above. Solectron received cash proceeds of $64.3 million which resulted in
a corresponding increase in additional paid in capital. The equity component of the ACES has been settled.
Accordingly. the remaining obligation of the original ACES is the 7.97% debentures.
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As of August 31, 2006, there was $64.3 million outstanding of the 7.97% subordinated debentures due
November 2006 which were classified as short-term debt. :

Liquid Yield Option Notes (LYONs™)

On August 31, 2006, Solectron has $8.2 million aggregate accreted value of LYONs™ outstanding with an
interest rate of 2.75%. These notes are unsecured and unsubordinated indebtedness of Solectron. Solectron will pay
no interest prior to maturity. Each note has a yield of 2.75% with a maturity value of $1,000 on May 8, 2020. Each
note is convertible at any time by the holder to common shares at a conversion rate of 12.3309 shares per note.
Holders will be able to require Solectron to purchase all or a portion of their notes on May 8, 2010, at a price of
$761.00 per note. Solectron, at its option, may redeem all or a portion of the notes at any time. As of August 31,
2006, the accreted value of the 2.75% LYONs™ is classified as long-term debt on the consolidated balance sheel.

On August 31, 2006, Solectron had $1.1 million aggregate accreted value of LYONs™ outstanding with an
interest rate of 3.25%. These notes are unsecured and unsubordinated indebtedness of Solectron. Solectron will pay
no interest prior to maturity. Each note has a yield of 3.25% with a maturity value of $1,000 on November 20, 2020.
Each note is convertible at any time by the holder to common shares at a conversion rate of 11.7862 shares per note.
Holders will be able to require Solectron 1o purchase all or a portion of their notes on November 20, 2010, at a price
of $724.42 per note. Solectron, at its option. may redeem all or a portion of the notes at any time on or after May 20,
2004. As of August 31, 2006, the accreted value of the 3.25% LYONs™ is classified as long-term debt,

The aggregate annual face value maturities of long-term debt are as follows (in miilions):

Years Ending August 31:

2007 . $ 895
2008 .. L.1
2009 .. 0.6
2010 o 9.1
R 451.2
2012 . -
Thereafter ... ..o 157.4
Total ..o $708.9

NOTE 9. Financial Instruments
Fair Value of Financial Instruments

The fair value of Solectron’s cash, cash equivalents, accounts receivable, accounts payuble and borrowings
under lines of credit approximates the carrying amount due to the relatively short maturity of these items. The fair
value of Solectron’s short-term investments (see Note 2, “Cash, Cash Equivalents and Short-Term Investments™) is
determined based on quoted market prices. The fair value of Solectron’s long-term debt (sec Note 8, “Debt™) is
determined based on broker trading prices.

Derivatives

Solectron enters into foreign exchange forward contracts intended to reduce the short-term impact of foreign
currency fluctuations on foreign currency receivables, investments. payables and indebtedness. The gains and losses
on the foreign exchange forward contracts are intended largely 1o offset the transaction gains and losses on the
foreign currency receivables, investinents, payables, and indebtedness recognized in operating results. Solectron
does not enter into foreign exchange forward contracts for speculative purposes. Solectron’s foreign exchange
forward contracts related to current assets and liabilities are generally six months or less in original maturity. The

67

‘_\\: ‘




SOLECTRON CORPORATION AND SUBSIDIARIES

Notes to Consolidated Financial Statements — (Continued)

Company does not designate these as accounting hedges and the changes in the values of the Company’s foreign
exchange forward contracts are included in other expense (net).

As of August 31. 2006, Solectron had outstanding foreign exchange forward contracts with a total notional
amount of approximately $293.2 miltion related 10 continuing operations.

During the third quarter of fiscal 2005, Solectron terminated its $500 million interest rate swap arrangement
with a payment of $8.2 million. Solectron recorded a gain of approximately $6.6 million in other expense — net in
the consolidated statement of operations. The interest rate swap was no longer necessary due to the redemption of
the 9.625% senior notes during the period.

During fiscal 2004, Solectron settled its $500 million swap contract related to the $1.1 billion ACES at the time
of the early settlement of the ACES. The settlement of that swap contract resulted in 2 gain of approximately
$5.6 million, which was recorded in other (expense) income — net.

For all derivative transactions, Solectron is exposed to counterparly credit risk to the extent that the
counterparties may not be able to meet their obligations towards Solectron. To manage the counterparty risk,
Solectron limits its derivative transactions to those with major financial institutions. Solectron does not expect to
experience any material adverse financial consequences as a result of default by Solectron’s counterparties.

Financial instruments that potentially subject Solectron to concentrations of credit risk consist of cash, cash
equivalents and trade accounts receivable. Concentrations of credit risk in accounts receivable resulting from sales
1o major customers are discussed in Note 14, “Segment Information and Geographic Information™.

NOTE 10. Commitments and Contingencics
Synthetic Leases

Solectron has synthetic lease agreements relating to three manufacturing sites in continuing operations. The
synthetic leases have expiration dates in September 2007. At the end of the lease terms, Solectron has an option,
subject (o certain conditions, to purchase or to cause a third party to purchase the facilities subject to the synthetic
Jeases for the “Termination Value,” which approximates the lessor’s original cost for each facility, or may market the
property to a third party at a different price. Solectron is entitled 1o any proceeds from a sale of the properties to third
parties in excess of the Termination Value and is liable to the lessor for any shortfall not to exceed 85% of the
Termination Value. Solectron has provided loans to the lessor equaling approximately 85% of the Termination
Value for each synthetic lease. These loans are repayable solely from the sale of the properties to third parties in the
future. are subordinated to the amounts payable to the lessor at the end of the synthetic leases, and may be credited
against the Termination Vatues payable il Solectron purchases the properties. The approximate aggregate Termi-
nation Values and loan amounts were $87.7 million and $74.5 million, respectively, as of August 31, 2006.

In addition, cash of $13.2 million, an amount equal to the difference between the aggregate Termination Values
and the loan amounts. is pledged as collateral. Each synthetic lease agreement contains various affirmative
covenants. A default under a lease, including violation of these covenanis, may accelerate the termination date of
the arrangement. Solectron was in compliance with all applicable covenants as of August 31, 2006. Monthly lease
payments are generally based on the Termination Value and 30-day LIBOR index (5.33% as of August 31,
2006) plus an interest-rate margin, which may vary depending upon Solectron’s Moody's Investors’ Services and
Standard and Poor’s ratings, and are allocated between the lessor and Solectron based on the proportion of the loan
amount to the Termination Value for each synthetic lease.

During fiscal 2004, Solectron determined that it was probable that the expected fair value of the properties
under the synthetic lcase agreements will be less than the Termination Value at the end of the lease terms by
approximately $13.5 million. The $13.5 million is being accreted over the remaining lease terms. As of August 31,
2006 Solectron had accreted $7.4 million.
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On November 1. 2006, Solectron exercised its purchase option granted under the synthetic lease agreements
and terminated the lease agreements.

Solectron accounts for these synthetic lease arrangements as operating leases in accordance with SFAS No. 13,
“Accounting for Leases,” as amended. Solectron’s loans to the lessor and cash collateral were included in other
assets and restricted cash and cash equivalents, respectively, in the consolidated balance sheets.

Future Minimum Lease Obligations

Future minimum payments for operating lease obligations related to continuing operations, including the
synthetic leases discussed above, are as follows:

Paymcnts Due by Period

Total FYO07 FY08 FY(9 FY10 FY11 FY12 Thereafter
(In millions)
Operating lease . . .. ... $172.9  $400 $340 $27.2 3207 $154 5144 $21.2

Rent expense, which includes facilities lease, equipment and other rent expenses, was $65.7 million,
$79.4 million and $95.5 million for fiscal 2006, 2005 and 2004, respectively. Sublease income will not have a
significant impact on these amounts.

Related Party Guarantees

Solectron extends guarantees of $108.2 million in favor of vendors that supply the Company’s subsidiaries as
of August 31, 2006. These guarantees have various expiration terms. In addition, Solectron guarantees used and
unused lines of credits and debt for its own subsidiaries totaling $13.3 million as of August 31, 2006. Solectron also
guarantees performance of certain subsidiaries in various transactions such as leases totaling $112.4 million as of
August 31, 2006.

Legal Froceedings

Solectron is from time to time involved in various litigation and legal matters arising in the normal course of its
business operations. Management believes that the final resolution of these matters will not have a material adverse
effect on the Company’s consolidated financial position, cash flows, or results of operations. By describing any
particular matter, Solectron does not intend to imply that it or its legal advisors have concluded or believe that the
outcome of any of those particular matters is or is not likely to have a material adverse impact upon Solectron’s
consolidated financial position, cash flows or results of operations.

Solectron has settled the previously reported shareholder class action lawsuit entitled Abrams v. Solectron
Corporation et al., Case No. C-03-0986 CRB, filed in the United States District Court for the Northern District of
California, on terms not considered to be material to Solectron. Court approval of the settlement terms was obtained
on March 3, 2006.

Conditional Asset Retirement Obligations

Effective August 31, 2006, the Company adopted Financial Accounting Standards Board (FASB) Interpre-
tation No. 47. “Accounting for Conditional Asset Retirement Obligations” (FIN 47), an interpretation of
FASB Statement No. 143, “Accounting for Asset Retirement Obligations” (SFAS 143). FIN 47 clarifies that
the term “conditional asset retitement obligation” as used in SFAS 143 refers to a legal obligation to perform an
asset retirement activity in which the timing and (or) method of settlement are conditional on a future event that may
or may not be within the control of the entity. An entity is required to recognize a liability for the fair value of a
conditional asset retirement obligation if the fair value of the liability can be reasonably estimated, even if
conditional on a future event.
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The Company has identified the removal of leasehold improvements and other lease close-out costs as
conditional asset retirement obligations.

FIN 47 requires that the estimate be recorded as a liability and as an increase to the asset. The capitalized
portion is depreciated over the remaining useful life of the asset which Solectron estimated to be the lesser of the
Company’s depreciation policy or the life of the lease. As permitted, the Company recognized the effect of applying
FIN 47 as a cumulative effect of a change in accounting principle. Its adoption of FIN 47 resulted in an increase in
net equipment and leasehold improvements of approximately $0.3 million, recognition of an asset retirement
obligation (*ARO") liability of $1.1 million, and a cumulative effect of adoption net of tax of $0.8 million or
$0.001 per share, for the year ended August 31, 2006.

NOTE 11. Retirement Plans

Solectron has various retirement plans that cover a significant number of its eligible worldwide employees.
The Company sponsors a 401(k) Plan to provide retirement benefits for its United States employees. This Plan
provides for tax-deferred salary deductions for eligible employees. Employees may contribute between 1% to 15%
of their annual compensation to this Plan, limited by an annual maximum amount as determined by the Internal
Revenue Service. The Company also makes discretionary matching contributions, which vest immediately, as
periodically determined by an oversight committee. This committee was established by the Executive Compen-
sation and Management Resources Committee of the Board of Directors. The Company’s matching contributions to
this plan related to continuing operations totaled $11.0 million, $9.5 million, and $6.4 million, respectively, in fiscal
2006, 2005 and 2004,

In addition, certain of the Company’s non-U.S. employees are covered by various defined benefit and defined
contribution plans. Solectron’s expenses for these plans related to continuing operations totaled approximately
$1.3 million, $1.5 million and $2.3 million in fiscal 2006, 2005 and 2004, respectively. The aggregate benefit plan
assets and accumulated benefit obligation of these defined benefit plans are not significant.

NOTE 12. Taxes

The components of income tax expense (benefit) from continuing operations for the fiscal periods included in
this report are as follows (in millions):

2006 2005 2004

Current:
Federal o e e e e e s $110 $(38 % 28
] T2 R 0.1 0.8 2.7
FOTBIEN . o . ot tcee ittt e e (8.5) 6.8 3.2
2.6 38 8.7

Deferred:
Federal . . oot it e e e a e e e —_ — _—
LT | =IO — o —
=14 A R R (3.9 11.9 (12.0)
(3.9) 11.9 (12.0)
TOtal .« o o e e e e e $(1.3) $157 $ (33
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_The ‘overall effective income tax rate (expressed as a percentage of consolidated financial statement income

(loss) from continuing operations and before income taxes) varied from the United States statutory income tax rate
for all fiscal years presented as follows:

Lo T - ‘ 2006 2005 2004
Fedéral tax rate. ..o ... ... .. R 350%  35.0% 35.0%
State income tax, net of federal tax benefit .. ... ... ... .. ... ... .. 0.1 15.4 (L1}
*  Income of international subsidiaries taxed at different rates . .. ... .. ... (33.2) (739.8) 16.9
< oTax hotidays. . bl (459) (4327) 286
Nondeductible goodwill and other permanent items . .. .............. 198 1,419.5 (6.6)
.. Loss for which no benefit is currently realized . . .. ................. — —  (77.4)
i..Change in valuation-allowance .. ............ ... il 34.0 2323 7.0
Change in estimate olf‘contingency TESEIVES - o o it e i i e e 8.7 (183.8) —
Refunds on reinvested €arnings . ... ... .o oo oo (18.3) — —
+ - Other ... ...... e e b e e e e e e (1.3) (44.0) (1.2)
Effective income tax TAE. . .. ..ot v e o {LD% 3019% _1.2%
The tax effects of temporary differences from continuing operations that gave rise 1o significant portions of
deferred tax assets and liabilities as of August 31, 2006 and 2005 were as follows (in millions): : /
e v C‘ SRR 2006 2005 i
Deferred tax assets: |
ACCFl:l:ﬂJﬁ. allowanc:e‘s AN TESEIVES . . . . vt v e e et $ 779 % 840 } =
St!z!l}tc_income S R EREETEREREE 70.2 50.8 \ E.
Acquired intangible aSsets . . . ... ... .ei e 342.2 410.4 | 2R
DePrecialion . . . ... ..o\ttt ittt e e - 19.0 — !
Net operating loss carryover and credits. .. .................. A 18353 924.8 '
Restructuring accfﬁa}ls ....... e 9.5 21.8 |
Capital 1088 CATYOVET . . . . . et aaeaeens 270.5 234.8 N
ra Other Lol Seet oL e e e e e S 39.2 48.2
" Deferred (ax @SSeLS ... . <. oL e 1,663.8  1,775.4
Valuation allowance . . ... .. ..ooeeeenennnn.. S DU (1,627.3)  (1,686.8)
Total deferred tax aS5615 . . . . .o vttt e e $ 365 3% 836
- Deferred tax liabilities:
DEPrecialion . . .. .. ..o e — (28.3)
(01 1= R A P (7.0) 0.7
Totat deferred tax liabilities . ... ... ... ... . .. i, (7.0) (29.0)

Net deferred tax 8886187 . . . . ottt e $§ 295 § 596

Deferred tax assets, net of valuation allowance, were recorded in other current assets and other assets in the
accompanying consolidated balance sheet. Deferred tax liabilities were recorded in other current liabilities and
other liabilities. Income taxes payable of $142,3 million and $155.1 million is included in other current liabilities as
of August 31, 2006 and 2005, respectively,
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On May 12, 2004, Solectron issued 17.1 million shares of common stock at a price of $4.775 per share for total
net proceeds of $81.7 million. These net proceeds of $81.7 million in part, along with an additional common stock
issuance of 105.6 million shares, were-used to early settle approximately 94% of the 7.25% ACES debentures.

Board of Directors Stock in Lieu of Retainer

During fiscal 2005, Solectron issued 38,178 shares to six board members, who had made a voluntary election
to receive up to one-third of their annual retainer in fully vested and taxable Solectron common stock. ’

Stock Repurchase

Solectron’s board of directors authorized a $250 million stock repurchase program during the fourth quarter of
fiscal year 2005, during which time the Company repurchased 17.0 million shares of its common stock at an average
price of $4.09 for approximately $69.6 million. Solectron had committed to repurchase an additional 2.7 million
shares for approximately $11.2 million which amount was accrued for at year-end 2005 and subsequently settled.
Under this program during the first fiscal quarter of 2006, Solectron repurchased and retired 43.7 million shares of
its common stock at an average price of $3.87 per share for approximately $169.0 million. During the first fiscal
quarter of 2006, Solectron completed the stock repurchase program. Solectron repurchased and retired a total of
63.6 million shares for approximately $250.0 million under this program.

On November 1, 2005, Solectron’s Board of Directors approved a stock repurchase program whereby the
Company is authorized to repurchase up to $250 million of the Company's common stock pursuant to a 10b3-1
trading plan. Solectron commenced this $250 million repurchase program at the end of the quarter ended
February 28, 2006. During the fiscal 2006, Solectron repurchased 14.8 million shares of its common stock at
an average price of $3.49 per share for approximately $51.6 million.

NOTE 14. Segment and Geographic Information

SFAS No. 131 “Disclosure about Segments of an Enterprise and Related Information” established standards
for reporting information about operating segments in annual financial statements and requires selected information
about operating segments in interim financial reports issued to stockholders. It also established standards for related
disclosures about products and services, geographic areas and major customers. Operating segments are defined as
components of an enterprise about which separate financial information is available that is évaluated regularly by
the chief operating decision maker, or decision making group, in deciding how to ailocate resources and in assessing
performance. '

Solectron’s chief operating decision maker is the Chief Executive Officer. The Chief Executive Officer
evaluates financial information on a company-wide basis for purposes of making decisions and assessing financial
performance.

Geographic information for continuing operations as of and for the periods presented is as follows (in millions}:
Years Ended August 31

2006 2005 2004

Geographic net sales:
United SEAES . . v v v v v oot e e i $ 32721 $3,127.1 % 32194
Other North and Latin America . . ................... 1,568.2 1,633.6 1,836.2
BUIOPE .« . v e ceeteet e et e 1.247.9 1,497.3 1,667.4
Malaysia ... coove i 2,211.8 2.013.2 1,853.4
CRINA » s e e et it e e e e 1,320.3- 1.268.2 1,914.6
Other Asia Pacific . .. ... ... o i 940.4 901.7 1,147.3

$10,560.7 $10441.1  $11,638.3
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ol Geographlc net sales are attributable to the country in which the product is manufactured.
' : ’ August 31  August 31

Co .‘,-,,-, . : ‘- e - 2006 2005
! L(')'ng-lived assets: T e ' ' ‘ '
' United States ... SRR RS $2920  $3143
_ Other North and Latin Amerlca R PR 167.7 165.7
T Europe . . . . . . N e e 142.6 138.0
" Asia Pacific. ....... I Y P R e - 28735 275.8
G e | $889.8  $893.8

The following table deplcts for the penods indicated, revenue by market expressed as a percentage of net
sales. The distribution of revénue across our markets has fluctuated, and will continue to fluctuate, as a result of
Aimerous factors, including but ot lirnited to: increased business from new and existing customers; fluctuations in
customer demand; seasonahty of our cuslomers markets; and growth in market outsourcmg

Years Ended August 31
2006 2005 2004

F Yo es ! P Yi

< o

 COMPUENG & SIOFAEE . « & « v e e e ee e e e et 322% 306% 30.5%
Networking . :. . oo veev TP 26.1% 25.0% 21.6%

+o s Communications: & ¢ . L vt e e 19.1% 19.8% 18.8%
L0 111141 T=) o A 98% 13.7% 19.3%
CJIndustrial oL P 87% 59% 5.4%
AULOTIIOUVE + « v v e e e et e e e e e e e e e e e e e e e e 2.5% 32% 26%
L1871 ¢ 1= UG ORI 1.6% 1.8% 1.8%
TOML © o e e e e e e e e e e 100.0% 100.0% 100.0%

NOTE 15. Major Customers . .

Net sales from contmumg opcranom, lo major customers as a percentage of consolidated net sales were as

follows o
, — 5 Years Ended August 31
P . 2006 2005 2004
Cisco Syslems,.-.n. LRI LR U e N L 17.9% 15.7% 13.2%
Nortel Networks : .0t ot on s oo PR *108% %

* less than 10%

Solectron has concentrations of credit nsk due to sales to these and other of Solectron’s significant customers.
As of August 31, 2006, Hewlett-Packard accounted for approximately 12.3% of total accounts receivable related to
continuing operations. As of August 31, 2005; Nortel Networks and Hewlett-Packard accounted for approximate
13.2% and 11.1%, respectively, of total accounts receivable related to continuing operations.

NOTE 16. Restructuring

Over the past few years, Solectron has recorded restructuring and impairment costs as it rationalized operations
in light of customer demand declines and the economic downturn. The measures, which included reducing the
workforce, consolidating facilities and changing the strategic focus of-a number of sites, was largely intended to
align Solectron’s capacity and infrastructure to anticipated customer demand and transition its operations to lower
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$4.7 million impairment of tangible assets in fiscal 2006 resulting from the Company’s impairment analysis under
the prescribed.guidance of SFAS 144. . VERE . Lo

During fiscal 2005, Solectron approved and commenced the Fiscal Year QOO'SIRé'stfuciuring‘Pla‘n. Through
August 31, 2005, Solectron recorded approximately $56.9 million of cash and_ non‘QCz{§fl restructuring expénse
related to this plan. Tn addition, during fiscal 2005, Solectron recorded a net credit in réstricturing of approximately
$1.7 million as a result of revisions to previous estimates for severance costs, leased facilities and net loss on
disposal of equipment and facilities for restructuring plans that commenced prior to fiscal 2005. Solectron also
incurred approximately $35.9 million in non-cash charges related to a sale of a facility in Japan. The sale closed on
May 31, 2005. As aresult of the sale, Solectron transferred approximately $13.6 million from accumulated foreign
currency translation losses included in other comprehensive losses within Stockholders’ Equity and recognized that
as part of the charge. ‘ )

During fiscal 2004, Solectron recorded restructuring and impairment charges (excluding intangible asset
impairment charges) of $130.4 million related to continuing operations and a $47.5 million impairment of an
intangible asset arising from its disengagement from certain product lines. In the fourth quarter of fiscal 2004,

Solectron committed to the Fiscal Year 2004 Restructuring Plé‘il;l,' of which _Sb]ectro_n recorded rest_ljuc_turing cl;érges
of approximately $19.0 million during fiscal 2004. . B

A 5l i . 1

Under both the Fiscal Year 2005 and Fiscal Year 2004 Restructuring Plans, facilities and equipment subject to
restructuring were primarily located in the Americas and Eutope. For leased facilities that will be abandoned and
subleased, the lease costs represent the present value of future lease payments subsequent to abandonment less
estimated sublease income. For owned facilities and equipment, the impairment loss recognized was based on the
fair value less costs to sell, with fair value based on estimates of existing market prices for similar assets. The other
exit costs mainly represent program transfer activity beiween global operation sites, which are recorded as the
charges are incurred. W T

The following table summarizes restructuring and impairment charges included in the accompanying con-

solidated statements of operations (in:millions}y: -, - TN - P I B S I
' : Vo e, - 2006 2005 1+ %.2004 ' ¢~ Nature -
Loss on disposal of and impairment of equipment and " I R
facilities, net of loss (gain) on disposal .. S 'f 008 12.9" 545.2 $ 385 'non-cash
Imaﬁgible asset ,impairmenl-chargé, net........ '.,.. i I 19— )“ 415 noln'-cash
Severance and benefit costs. . . ... ... .. R . (10.8) -,46'.3 ,.25.9 ~ cash. '
Net adjustment to equipment -lease loss accrual .- . ...l 01 (0.2) (2.2) cash
Net adjustment to facility lease loss accrual . ............ 75 {1.4) 42,5 cash
Other eXit COSIS. . . vt vt en s 2.4 1.2 25.7 cash

Total - o e e $140 $9l1 Ts177.97
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Restructuring Accrial
The following table summarizes the continuing operations restructuring accrual activity in all fiscal years
presented {in millions):
Ce Severance Lease Facilities
" . o and Benefits & Equipment Other Total
Balance of accrual at August 31,2003 ......... $742 $61.0 $105 $1457
FY2004 Provision ......% ... cvviineinnnen. 259 56.0 25.7 107.6
FY2004 Provision adjustments .. ............. — {157 —_ (15.7)
FY2004 Cash payments, e e {71.2) (389) |, (349 (145.0)
Balance of accrual at August 31,2004 .......,. $ 289 - $624 $ 13 % 926
FY2005 Provision: . .. .. e e 54.2 2.8 i.2 58.2
FY2005 Prowswn adjustments ............... (7.9 (4.4) — (12.3)
FY?2005 Cdbh payments .' ................... (30.3) (28.1) (2.4) (60.8)
Balance of accrual at August 31,2005 ......... $ 449 $327 $ o1 § 717
FY2006 Prov1snon ........................ 6.0 8.6 2.6 17.2
FY2006 Provision adjustments ............... (16.6) (0.6) 0.1y (17.3)
FY2006 Cash pa)}ments P e 27.00) (7.7 (2.5) (47.2)
FY2006 Foreign Exchange Adjustment......... 0.2) 01 C{0.1)
'Bala‘nce of aée'rual at Aag‘ust 31,2006 ......... $ 7.1 $23.1 $ 0.1 §$ 303

Accrudls related to restructuring activities were recorded in accrued expenses in the accompanying consol-
idated balance sheet. Solectron expects to pay approximately $22.9 million in the next year related to severance and
benefits, lease commitment costs and other exit costs for the Fiscal Year 2005, Fiscal Year 2004, and Legacy
restructuring plans. The remaining balance, primarily consisting of lease commitment costs on facilities, is
expected to be paid out through 2014.
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The following table summarizes the continuing operations intangible asset activity for fiscal years 2006, 2005
and 2004 (in millions): S

Supply Intellectual Prop;rly‘

Agreements Agreements © Other Total
Fiscal 2006 .
Gross amount . ........... s o $892 . $562 $947 $240.1 '
Intangibles acquired . . ... ... TR Lo = _ . 038 08 -
Accumulated amortization . . .. ........... (863) (53.0) (82.8)  (222.1)
Impairment .. ... oo — — (2.5) . (2.5
Carrying valug . .. ... oovvie i $ 29 $ 32 $102 % 163
Fiscal 2005 ' ' o
Gross amount ......... PO $877° ' " $ 610 $923  §2410
Intangibles acquired . . .. ... .. 42— 66 108
Accumulated amortization . .. ... ... (86.7) (56.2) - -(84.1) . (227.0)
Impairment . ...... ..ot — : — ) - —
Carrying value . .. ... ... ccieiii i $ 52 $ 48 $148 § 248
Fiscal 2004 ' ' , o
GEOSS AMOUNE o v oot v e $877 $108.5 $923 §$ 2885
Accumulated amortization . .. ... ... . (86.1) (54.5) (71.5) (218.1)
Impairment .........ccvvniiiaaiiis — 47.5y — (47.5)
Carrying value . .. ... on i $ 16 -$ 65 . %148 ,8% 229

|

v

In fiscal 2006, Solectron performed an impairment test of intangible assets in connection-with the termination
of a customer relationship for which an intangible asset had been established. The test resulted in an impairment of
$2.5 million and was measured by comparing the intangible assets carrying amounts to the fair values as determined
using discounted cash flow models. Also in fiscal 2006, Solectron recorded $0.8 million in intangible assets related
to contractual customer relationships resulting from the acquisition of Confocus Technologies, Inc. These
contractual customer relationships will be amortized over a five year period.

In fiscal 2005, Solectron acquired ServiceSource Europe Limited and a manufacturing facility from McDATA.
Both acquisitions resulted in acquiring identifiable intangible assets. Solectron recorded $6.6 million in identifiable
intangible assets related to ServiceSource Europe Limited, pnmarily for contractual customer relationships, which
will be amortized over seven years. The McDATA acquisition resulted in a supply agreement intangible valued at
$4.2 miilion which will be amortized over five years. Furthermore, Solectron acquired Teradyne's Foundry East
PCBA manufacturing operations located near Boston, Massachusetts, to expand Solectron’s NP1 and low-volume,
high mix capabilities. This transaction was not deemed to be material to Solectron.

in fiscal 2004, Solectron performed an impairment test of intangible assets as a result of Solectron’s decision to
disengage from certain product lines in the computing market. The impairment of $47.5 million was measured by
comparing the intangible assets carrying amounts to the fair values as determined using discounted cash flow
models.

Amortization expense related to continuing operations was $6.1 miilion, $8.9 million and $15.3 million,
respectively, in fiscal 2006, 2005. and 2004. The Company expects that its annual amortization expense as required
by SFAS No. 142 for these intangibles over the next five years will be approximately $4.8 million, $4.4 million,
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$4.0 million, $3.0 million and $1.3 million, respectively. Intangible assets are included in other assets in the
consolidated balance sheets,

syt ! . R [T .
NOTE 18. Discontinued Operations

During fiscal 2004, as a result of a full review of its portfolio of businesses, Solectron committed to a plan to
divest a number of business operations that are outside its core competencies. These businesses are Dy 4 Systems
Inc Kavlico Corporation, Soléctron’s MicroTechnology division, SMART Modular Technologies Inc., Stream
Intemanona] Inc., Solectron s 63% interest in US Robotics Corporation, and Force Computers, Inc. The divestiture
of these compames allows Solec[ron to offer a more focused and integrated set of supply chain solutions for its
customers.

. FH A . .

These businesses each qualify as a discontinued operation component of Solectron undeér SFAS No. 144,
“Accounting for the Impairment or Disposal of Long-Lived Assets” Solectron has reported the results of operations
and consolidated financial position of these businesses in discontinued operations within the consolidated
statements of operations and the balance sheets for all periods presented. In addition, Solectron has excluded
the cash flow activity from these businesses from the statements of cash flows for ail periods presenied.

The resuits from discontinued operations were as follows (in millions):

Years Ended August 31

2006 2005 2004

Netsales ....... SERERRERRRE e PRI $ — $152 $1.2649
Cost of sales. . ." . ... P — 14.1 1,061.8
Gross profit . .. R R R EEREEEERRREE — 1.1 203.1

Operating (income) expenses —net. . ............... PRI 6.7y (14.8) 109.4

Operéting in’comc .................................... 6.7 159+ 937 ,

Interest 1nc0me 3 V- — — 1.4
Other income (expense) B =1 S 8.9 059 (1.4)
Income before income taxes ......... ... 15.6 16.8 93.7
InCOmeE tax expense . ... .. ... ..t e — 2.9 8.7

Income on discontinued operations, netof tax ................. §156 $139 $ B850

During fiscal 2006 Solectron recorded a $4.4 million gain on sale of assets of discontinued operations having
no remaining book" value and an $11.2 million gain associated with the favorable resolution of certain contin-
gencies. During fiscal 2005; net sales, gross profit, operating (income) expenses — net, interest income — net,
other income {expense) net, and income tax expense from discontinued operations decreased for fiscal year 2005 as
compared to fiscal year 2004 due to the fact that the final discontinued operation was sold in the first guarter of fiscal
2005. Farthermore, Solectron recorded $10.1 million pre-tax gain from the sale of the discontinued operation
recorded in operating (income) expense — net, in the first quarter of fiscal 20035. As a result of the disposition,
Solectron transferred approximately $28.3 million from accumutated foreign currency translation gains included in
accumuiated other comprehensive losses within Stockholders Equity and recognized that amount as part of the pre-
tax gain.

During fiscal 2004, Solectron completed the sale of six of its discontinued operations for net cash proceeds of
approximately $508.0 million resulting in a pre-tax gain of $190.6 which is included in operating expenses — net
for the year ended August 31, 2004 as disclosed above. As a result of the disposition of these operations, Solectron
transferred approximately ' $14.5 million from accumulated foreign currency translation losses, included in
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' REPORT OF INDEPENDENT: REGISTERED PUBLIC ACCOUNTING FIRM R

! - B
' . A !

Thg Board of .Directlors‘ aﬁd Stlockl'lol.de‘r's; .,
Solectron Corporation: ’

. - P BT
N - C B O N T

' We have audited management’s assessment, included in the accompanying “Management’s Report on Internal
Control Over Financial Reporting”, that Solectron Corporation maintained effective internal control over financial
reporting as of August 31, 2006, based on criteria established in Internil Control = Integrated Framework issied
by the Commitiee of Sponsoring Organizations of the Trcadw_ay.Commission (COSO0). Solectron Corporation’s
management is responsible for maintaining effective interna] control over financial reporting and for its assessment
of the effectiveness of internal control over financial reporting. Our responsibility, is 10 express an opinion on
management’s assessment and an opinion on the effectiveness of the Company’s internal control over financial
reporting based on our audit. ' '

o )

: ! . ' : o B A

We conducted our audit in accordance with the standards of the Public Company Accounting Qversight Board
(United States). Those standards require. that we plan and perform the audit to obtain _reasonablqassu_rancd about
whether effective internal control over financial reporting was maintained in all, material respects, Our audit
included obtaining an understanding of internal control over financial reporting, evaluating management’s
assessment, testing and evalvating the design-and'opcratiﬁg effectiveness of internal control; and performing
such other procedures as we considered necessary'in the circumstances. We believé that’our audit provides a
reasonable basis for our opinion? " T - pbe coTom

. o i . c L !
A company's internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company: and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s

assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions. or that the degree of compliance with the
policies or procedures may deteriorate.

In our opinion, management’s assessment that Solectron Corporation maintained effective internal control
over financial reporting as of August 31, 2006, is fairly stated. in all material respects, based on criteria established
in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (COSQ). Also, in our opinion, Solectron Corporation maintained, in all material respects,
effective internal control over financial reporting as of August 31, 2006, based on criteria established in Inrernal
Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Com-
mission (COSO).

We also have audited, in accordance with the standards of the Public Company Accounting Qversight Board
(United States), the consolidated balance sheets of Solectron Corporation and subsidiaries as of August 31, 2006
and 2005, and the related consolidated statements of operations. stockholders’ equity, comprehensive income (loss),
and cash flows for each of the years in the three-year period ended August 31, 2006. In connection with our audit of
the consolidated financial statements, we also have audited the financial statement schedule. Our report dated
November 7, 2006 expressed an unqualified opinion on those consolidated financial statements and financial
statement schedule.

Mountain View, California
November 7, 2006




Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

“Not applicable. - IR "

[T . L. .

Item 9a. Controls and Procedures '# ...~ - .

Evaluation of Disclosure Comtrols and Procedures. Based on their evaluation as of the end of the period
covered by this Report, Solectron’s principal executive officer and principal financial officer have concluded that
Solectron’s disclosure controls and procedures {as defined in Rules 13a-15(e) and 15d-15(e} under the Exchange
Act) are effective to ensure that information required to be disclosed by Solectron in reports that it files or submits
under the Exchange Act is recorded, processed, summarized and reported within the time periods specified in
Securities and Exchange Commission rules and forms.

Management’s Report on Internal Control over Financial Reporting. Reference is made to the Manage-
ment’s Report on Internal Control over Financial Reportmg on page 88 of this report i

I
Mdndgement ] aqsessment of the effectweness of internal contro! over financial reportlng as of August 31,
2006, was audited by KPMG LLP, an independent registered public accounting firm, as stated in their report
beginning on page 89 of this report.

Changes in internal control over financial reporting.  Solectron implemented a new Enterprise Resource
Planning (ERP) system at one of its facilities during the third quarter of fiscal 2006. There were no changes in
Solectron’s internal control over financial reporting during the last quarter of fiscal 2006 that materially affected or
are reasonably likely to materially affect our internal control over financial reporting.

Item 9b. Other Information

None.

PART III

Ttem 10. Directors and Executive Officers of the Registrant

The information required by Item 10 regarding our directors, audit committee and audit committee financial
experts is incorporated by reference from the information under the captions “Board and Corporate Governance
Matters,” “Proposal One — Election of Directors™ and “Corporate Governance” in our definitive Proxy Statement
(Notice of Annual Meeting of Stockholders) for the fiscal year ended August 25, 2006 to be held on January 10,
2007 which we will file with the Securities and Exchange Commission within 120 days after the end of the fiscal
year covered by this Report. The information required by Item 10 regarding our executive officers appears
immediately following Item 4 under Part I of this Report.

Item 11: Executive Compensation
The information required by Item 11 of Form 10-K is incorporated by reference to the information contained in
the section captioned “Executive Officer Compensation” of Solectron’s definitive Proxy Statement.
Item 12: Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters

Information regarding this item is incorporated herein by reference from the section entitled “Security
Ownership of Certain Beneficial Owners and Management” and **Securities Authorized for Issuance under Equity
Compensation Plans” in Solectron’s definitive Proxy Statement.

Item 13;: Certein Relationships and Related Transactions

Information with respect to this item is incorporated herein by reference from the section entitled “Certain
Relationships and Related Transactions™ in Solectron’s definitive Proxy Statement.
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CONSOLIDATED FINANCIAL STATEMENT SCHEDULE

The consolidated financial staternent Schedule 11 -— VALUATION AND QUALIFYING ACCOUNTS is filed
as part of this Form 10-K.

o v Lo o A L M .o Tt

OLECTRON CORPORAT[ON AND SUBSIDIARIES
SCHEDULE 11— VALUAT]ON AND QUALIFYING ACCOUNTS

Balance at Additions Balance at
Beginning  Charged to End
of Period  Operations  Acquisitions  (Deductions) of Period

{In millions)

Description RS

Year ended August 31, 2006:

Aliowance for doubtful accounts recewable ...... $22.3 $15.1 $— $(22.9 $14.5
Year ended August 31, 2005: - - LT S R T
Allowance for doubtful accounts receivable. . . .. L $357 v $66 7 - %08 $(20.8)" $22.3:
Year ended August 31, 2004: . . .

Allowance for doubtful accounts receivable. . . . .. $39.1 $25.7 $— $(29.1) $35.7
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311
31.2
321

322

INDEX TO EXHIBITS

Certificate of Incorporation of the Registrant, as amended. -

Bylaws of the Regiét'rant. as amended. .

Certificate of Designation Rights, Preferences and Privileges of Series A Participating Preferred Stock
of the Registrant.

Supplemental Indenture, dated as of May 8, 2000, by and between the Registrant and State Street Bank

~and Trust Company of California N.A., as Trustee.

Sﬁpplemenlul Indenture, dated as of November 20, ‘2000, By and between the Regiétrant and State
Street Bank and Trust Company of California N.A., as Trustee. -

Preferred Stock Rights Agreement, dated as of June 29, 2001, as amended Decemiber 3, 2001, by and
between the Registrant and EquiServe Trust Company, N.A., as Rights Agent.

Subordinated Debt Securities Indenture, dated as of December 27, 2001, by and between the Registrant
and State Street Bank and Trust Company of California, N.A., as Trustee. ‘

First Supplemental Indenture, dated as of December 27, 2001, by and between the Registrant and State

. Street Bank and Trust Company of California, N.A., as Trustee. *

Indenture dated February 21, 2006, among Solectron Global Finance LTD, as Issuer, the Registrant, as
G_uar_aptor and U.S.IBank Nationaj Association, as Trustee.

Form of 8.00% Senior Subordinated Note due 2016 (included in Exhibit 4.14).

- Registration Rights Agreement dated February 21, 2006, among Solectron Global Finance LTD, the

Registrant and the Initial Purchasers named therein.
2002 Stock Plan, as amended.
Form of Indemnification Agreement for independent, non-employee directors.

Form ofj Em'ployment Agreement for executive officers Douglas Britt, Todd DuChene, Perry Hayes,
Warren Ligan, Craig London, Marty Neese, Kevin O’Connor, Dave Purvis and Paul Tufano.

Employment Agreement dated as of lanuary 6, 2003 by and between the Registrant and Michael
Cannon, B ' : '

Amendment to Employment Agreement dated as of April 6, 2005 by and between the Registrant and
Michael Cannon. T - vt :

Consulting Agreement and General Release dated June 7, 2006 between the Registrant and Marc
Onetto.

Credit Agreement dated August 28, 2006 among the Registrant, Bank of America, N.A, as
administrative agent and collateral agent, JPMorgan Chase Bank, N.A., Citicorp USA, Inc., and
The Bank of Nova Scotia, as co-syndication agents, ABN Amro Bank N.V., as document agent, and
Banc of America Securities LLC and J.P. Morgan Securities Inc., as joint lead arrangers and joint book
managers, and the lending institutions party thereto.

Indirect Sourcing Services Agreement dated as of March 16, 2006, by and between Solectron USA,
Inc. and International Business Machines Corporation.

Computation of ratios of eamnings to fixed charges.

Subsidiaries of the Registrant.

Consent of KPMG LLP, Independent Registered Public Accounting Firm.

Certification of Chief Executive Officer pursuant to Section 302(a) of the Sarbanes-Oxley Act of 2002,
Certification of Chief Financial Officer pursuant to Section 302(a) of the Sarbanes-Oxley Act of 2002.

Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002.

Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuvant to
Section 906 of the Sarbanes-Oxley Act of 2002.
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EXHIBIT 32.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

1, Paul Tufano, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002, that the Annual Report of Solectron Corporation on Form 10-K for the twelve-month period
ended August 25, 2006 fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange
Act of 1934 and that information contained in such Form 10-K fairly presents in all material respects the financial
condition and results of operations of Solectron Corporation. : '

/si Paul Tufano

Paul Tufano
Executive Vice President and Chief Financial Officer

Date: November 7, 2006




SOLECTRON, VOTE BY INTERNET —

Www. proxyvote.com
Use the Internst to transmit your voting instructlons and for electrenic
www.solectron.com ¢ delivery of information up until 11:59 P.M. Eastern Time the day before the

meeting date. Have your proxy card In hand when you access the web site
SOLECTRON CORPORATION and follow the Instructions to obtain your racords and to create an electronic
C/0 COMPUTERSHARE INVESTOR SERVICES voting instruction form.
PO.BOX 43078 ELECTRONIC DELIVERY OF FUTURE STOCKHOLDER
PROVIDENCE, RI 02940-30378

it you would like to significantly reduce the costs incurred by Solectron
Corporation in mailing prowy materials, you can consent to raceiving alt
future proxy statements, proxy cards and annual reports electronically via
e-mall or the Internet. To sign up for electironic delivery, please follow the
instructions sbove to vote these shares using the Intemet and, when prompted,
indicate that you agree to raceive or access stockhoider communications
slectronically in future years.

VOTE BY PHONE — 1-800-690-6903

Use any touch-tone lelephona to transmit your voting instructions up untll
11:59 P.M. Eastem Time the day before the meating date. Have your proxy
¢ard in hand when you call and then follow the instructions.

VOTE BY MAIL

Mark, sign, and date your proxy card and return it in the postage-paid envelope
we have provided or retum it to Sclectron Carporation, ¢/o Computershare
Investor Services, P.O. Box 43078 Providence, Rl 02940-30378,

TO VOTE, MARK BLOCKS BELOW IN BLUE OR BLACK INK AS FOLLOWS:

THIS PROXY CARD IS VALID ONLY WHEN SIGNEDAND DATED.  DETACH AND RETURN THIS PORTION ONLY

SOLECTRON CORPORATION .
THE BOARD OF DIRECTORS UNANIMOUSLY
RECOMMENDS THAT THE STOCKHOLDERS VOTE "FOR"
THE NOMINEES LISTED BELOW. For Withhold For Al To withhold to vols for any individual
Election of Directors Al Al Except nomines(s), mark “For All Excepl” and writs the
1. To slect nine (9) directors to serve for the ansuing year and until number(s) of the nomineeis) on the ine below.
their successors are duly elected and qualified.
01) William A. Hasler 06) William R. Graber O 0 ]
02) Michael R. Cannon 07) Dr.Paul R. Low ’
03) Richard A_ D'Amore 08} C.Wesley M. Scott
04) H. Paulett Eberhart 09) Cyril Yansouni
05) Heinz Fridrich
Vote On Proposal " For Against Abstain

2. Toratify the appointment of KPMG LLP as the registered indepandent public accounting firm of the Company for the fiscal year 0 0 O
ending August 31, 2007.

3. To transact such other business as may properly come before the meeting or any adjournment thereof,
WHETHER OR NOT YOU PLAN TOATTEND THE MEETING IN PERSON, YOU ARE URGED TO SIGN AND PROMPTLY MAIL THIS
PROXY IN THE RETURN ENVELOPE, SO THAT THE STOCK MAY BE REPRESENTED AT THE MEETING
Yes Mo
Please indicate if you plan to attend this meeting. 0 0
- Please indicata if you

consent to receive certain future investor
communications in a single package per housshold. 0 0

Signature [PLEASE SIGN WITHIN BOX) Date Signature (Joint Owners) Date




.-._———_———-_———.———-.———-.——-._——_—-_——-—————_——_——._—-._——.———-——

B SOLECTRON,

THIS PROXY IS SOLICITED ON BEHALF OF THE BOARD OF DIRECTORS
OF SOLECTRON CORPORATION
NOTICE OF ANNUAL MEETING OF STOCKHOLDERS
To be Held January 10, 2007

The undersigned hereby appoints Michael R. Cannon and Paul Tufano, and each of them, with full power of
substitution, to represent the undersigned, and to vote all of the shares of stock in Solectron Corporation (the
“Company”), a Delaware corporation, which the undersigned is entitled to vote at the Annual Meeting of Stockholders
of the Company to be held at the Company's principal executive offices, 847 Gibraltar Drive, Building 5, Milpitas, CA
85035 on Wednesday, January 10, 2007 at 8:00 a.m., local time, and at any adjournment thereof (1) as hereinafter
specified upon the proposals set forth on the reverse side, and as more particularly described in the Proxy Statement
of the Company dated December 4, 2006 (the "Proxy Statement”), receipt of which is hereby acknowledged, and
(2) in their discretion, upon such other matters as may properly come before the meeting. The undersigned hereby
acknowiedges receipt of the Company's Annual Report for the Ssca! year ended August 31, 2008,

THE SHARES REPRESENTED HEREBY SHALL BE VOTED AS SPECIFIED. IF NO SPECIFICATION IS MADE,
SUCH SHARES SHALL BE VOTED FOR PROPOSALS 1AND 2,

CONTINUED AND TO BE SIGNED ON REVERSE SIDE.




CORPORATE INFORMATION

Transfer Agent and Registrar
Computershare Investor Services

P.O. Box 43078

Providence, Rhode Island, USA 02940
Telephone: +1 781.575.45983

Web site: www.computershare.com

Trustee

U.S. Bank, N.A.

Corporate Trust Services

633 West 5th Street, 24th Floor
Los Angeles, California, USA 90071

Annual Report and Form 10-K

Publications of interest to current and potential
Solectron investors are available without charge upon
request to Solectron’s investor relations depariment,
and can be found at www.solectron.com. These
include annual reports, forms 10-K and 10-Q filed
with the Securities and Exchange Commission and
financial releases.

Annual Meeting
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8 a.m. Pacific Standard Time
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Building &
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